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PREFACE 


N any business organization to-day there will 
be found owners and workers, just as might 
have been found a generation ago. In an organ- 
ization of any size, however, there will be men 
filling positions which are peculiarly the out- 
growth of modern business. The expansion in the 
scale on which business is conducted; the growth of 
the business unit, with hundreds employed where 
tens formerly worked, and with thousands a not 
unusual payroll, has led to a demand for a com- 
paratively new type in business — the executive 
or manager. 

The internal development of the business unit 
has paralleled its external growth. Both have been 
toward impersonality. Handi-craft industry pro- 
duced custom goods for a personal trade; machine 
industry produces standard goods for world 
markets. So, in office or factory, where owner 
once could know all his employes and carry on 
his business alone, now a staff of executives exer- 
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cise control. To capital and labor, as productive 
factors, a third element, management, must now 
be added. 

There is a steady demand for men of executive 
calibre. This means a demand for men who know 
business and know how to obtain results with their 
knowledge. 

Some executives will be found directing sales 
forces; some the production of goods. The con- 
troller, the advertising manager, the credit man 
and a dozen other department heads find their 
places in the ranks of modern business executives. 
But just as oculist, surgeon, and nose and throat 
specialist start first-year medicine with dissection 
and follow the same fundamental course thru- 
out, to-day’s business executives are finding a 
broad grounding in business as a unit, the sure 
foundation for executive training. General prin- 
ciples come first; specialization later. 

The purpose of this book is not to give a digest 
of what organized business training includes. The 
space would be too limited for even such an effort. 
Rather has the effort been to whet the appetite; 
to sketch a picture of what present-day manage- 
ment problems involve. 

If such an outline shall succeed in creating a 
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vision of possibilities hitherto unseen; if it suc- 
ceeds in any measure in awakening ambition to 
know more of what modern business is and how it 
is conducted, the work will have achieved its 
purpose. 
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JOSEPH FRENCH JOHNSON, A 
GREAT HUMAN BEING 


(Written By Bruce Barron) 


HEY tell me that a grave stone in rural 
England bears an inscription to this effect: 


HERE LIES THE BODY 
OF 
Aprian Ho.mes 
BORN A MAN AND DIED A GROCER. 


Doubtless the story is a trifle too good to be strictly 
true, but it epitomizes the careers of too many 
men whom the world labels successful. Abraham 
Lincoln said once, “I have talked with great men 
and I cannot see wherein they differ from others.” 
Anyone whose business has brought him into con- 
tact with important people will understand just 
what Mr. Lincoln meant. For the great man, 
outside the boundaries of his own little world of 
knowledge or influence, is very often as dull as 
the rest of us. The struggle to attain eminence 
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in his particular specialty has forced him to sacri- 
fice the development of the other side of his 
nature. In making a living he has become so 
engrossed that he has forgotten to live; he has 
attained influence at the cost of his being interest- 
ing. 

There are exceptions, of course, and Joseph 
French Johnson is one of them. If you were to 
ask me to give you the names of ten leading men 
in New York whose judgment on almost any sort 
of business problem would be worth while, I 
should write Dean Johnson’s name among the ten. 
And if you were to ask for the names of ten men 
who would make ideal companions on a fishing or 
golfing trip, his name would be on that list too. 
He is a great educator, a great economist, a great 
business man, and these are splendid distinctions 
for they prove that he has thought and worked 
well. But he is @ great human being. And that 
seems to me an even more splendid distinction, 
for it is proof that he has lived well. 

He graduated from Harvard in 1878 and after 
some further study in history and economics be- 
came an editorial writer on the Springfield Re- 
publican which has been the training camp of so 
many important men. From there he went to 
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Chicago as financial editor of the Chicago Tribune, 
and then still further west to Spokane where he 
established and edited a daily newspaper of his 
own. Those were wild, free days in the West, 
when men settled their arguments with six- 
shooters and the editor who could not stand up to 
an enraged subscriber and give as good as he got 
was likely to enjoy only a very brief professional 
career. Needless to say, Johnson was as popular 
in Spokane as he was afterwards to become in the 
business and social life of New York. When he 
turned East in 1893 he brought with him some- 
thing much more precious than money —a work- 
ing knowledge of human nature such as the news- 
paper business supplies more intimately than any 
other; and a personal appreciation of the truth 
which too many New Yorkers forget, that the 
United States extends a long way west of Albany. 

His newspaper experience had been interesting 
and valuable, but from the very beginning his in- 
stinct was for teaching. Some weeks ago the 
members of the Faculty of the School of Com- 
merce, Accounts and Finance presented to New 
York University a bust of Dean Johnson, as a 
token of their esteem. On that occasion a gentle- 
man of world-wide reputation spoke these words: 
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“ My acquaintance with Dean Johnson runs 
back so far that I almost hate to count the years 
because it carries me back almost to my boyhood, 
where we lived in the same little western town. 
After he had graduated at Harvard and completed 
his education in Germany, and was temporarily 
back in that little town, he somehow picked me 
out—a machinist’s apprentice then—to en- 
courage. He exercised that wonderful talent of 
teaching just because he could not help exercising 
it. Then he began in those days to interest me 
in economics. Our lives fell close together then 
for a good many years. I was with him when he 
was conducting a business in Chicago. I followed 
him to the Chicago Tribune. I succeeded him 
as financial editor of the Tribune, and thru all 
those years I sat at the feet of a great teacher. 
The students here may be pleased at being a 
graduate of Johnson’s, but I am a post-graduate 
of Johnson... .” 

The speaker was Frank A. Vanderlip. Hun- 
dreds of graduates of the Wharton School of 
Pennsylvania University, where Dean Johnson 
was a Professor from 1893 to 1901, would join 
with the thousands of graduates of New York 
University in echoing that tribute. Beyond all 
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question he is one of the really great teachers of 


America. 

Similarly he is great as an economist. He is the 
author of “ Money and Currency,” “ Syllabus of 
Money and Banking,” and “ Canadian Banking,” 
three books which are used in many university 
class-rooms and are recognized everywhere as 
authoritative. When the United States Govern- 
ment wanted a dependable analysis of the Cana- 
dian banking system, in connection with the pro- 
posed revision of our own currency and the es- 
tablishment of the Federal Reserve System, he 
was selected to make the investigation and report. 
He has served as a director of the Merchants’ 
Association of New York since 1908, and has been 
frequently drafted for important services by both 
the city of New York and the State. 

I well remember a great dinner in New York, 
when the after-war prosperity was at its peak. A 
number of important men spoke in terms of large 
optimism; they foresaw a long period of high 
prices and generous profits. Dean Johnson struck 
a note which rang a bit discordantly. He said that 
within a year we should suffer a severe deflation. 
The prediction seemed unnecessarily depressing. 
I confess to have been guilty of the suspicion that 
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the Dean was suffering a bit from the natural con- 
servatism of years. Yet within six months his 
prophecy had been all too well fulfilled. The 
fundamental laws of economics work inexorably; 
and no man is better able than he to expound and 
interpret those laws. 

It has often been remarked that financial writers 
who discuss stocks and bonds so learnedly are 
seldom able to make their knowledge work to 
their own financial advantage, and that college 
professors with all their wisdom are usually im- 
practical in matters of everyday life. It is an 
impressive proof of the many sided character 
of Dean Johnson’s genius that he is not only 
wise in the theory of business, but has made 
his wisdom return a satisfactory competence 
as well. In 1909, yielding to the pressure 
of many inquirers who wanted to study modern 
business but were unable to enroll themselves as 
resident students at a University, Dean Johnson 
established the Alexander Hamilton Institute 
with the purpose of providing a university course 
in business administration by correspondence. In 
the years that have since elapsed more than 250,- 
000 business men have availed themselves of this 
training and by their success have furnished proof 
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of its soundness. Obviously no institution is en- 
titled to teach business success unless it has proved 
its capacity to practise what it teaches. The in- 
junction, “ Physician, heal thyself,” applies with 
special force. The Alexander Hamilton Institute 
as successful, and Dean Johnson, as its President, 
enjoys the honor and emoluments which rightly 
belong to every leader who has performed an 
essential business service. 

So I am glad of the privilege of introducing 
Dean Johnson to the readers of this book as a 
great educator, a great economist and a great busi- 
ness man. But I come back, in the end, to the 
characterization with which I started, and which 
seems to me so much more important than any 
other. He is, above all, a great human being. 
He has the vision that is a characteristic of great- 
‘ness. He left his position in the Wharton School, 
where things were comfortable and secure, to take 
hold of a struggling school of twelve instruc- 
tors, fourteen courses, and less than sixty stu- 
dents. But he saw what a School of Com- 
merce might become in New York, the commer- 
cial centre of the nation, and his faith never 
wavered. The School of Commerce, Accounts 
and Finance today has 240 courses, 260 pro- 
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fessors and instructors, and more than 7000 stu- 
dents. He has courage. You never have any 
doubt as to where he stands. His judgments are 
his own, and on the basis of those judgments he 
goes forward. Finally, he has an immense friend- 
liness and sympathy. Nobody knows — nobody 
can ever know—how many young men and 
women he has educated out of his own pocket, how 
many he has tided over at critical periods in their 
careers, how many owe their whole success to his 
wise and helpful counsel at the moment when it 
counted most. But each of his friends knows 
enough of such instances to be sure that the total 
is big and inspiring. Some day, when his biog- 
raphy is written, his friends will pool their knowl- 
edge, and we shall have some better conception of 
the real measure of his life. 

Yet without calling upon these very intimate 
and personal sources of information, we know 
enough to write the name of Joseph French John- 
son on the list of the leaders of this generation. 
Men come and pass away, but a great university 
lives. There were many kings in Europe in the 
thirteenth century; the world has forgotten even 
their names. But the name of Robert of Sorbon 
will endure forever, in the Sorbonne which he 
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founded. So for hundreds of years the business 
life of America will be strengthened and enriched 
by the thinking of men trained in New York 
University’s School of Commerce, Accounts and 
Finance, and the Alexander Hamilton Institute. 
And each one of these men will be a living monu- 
ment to the vision and influence of Dean Johnson. 
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Organized Business 


Knowledge 


CHAPTER I 


MODERN BUSINESS —A STUDY 
AND A PRACTICE 


E are living today in a world of which 

our ancestors knew little. So highly sys- 
tematized is our society that from the far parts of 
the earth have come contributions to our life and 
progress. We walk on heels made of rubber 
grown in Sumatra. Our silks come from Japan 
and China. Our Western farmer binds his wheat 
with twine made in Massachusetts from jute 
grown in India. Our felt hats are made from fur, 
a large part of which comes from Belgium. Some 
New York apartment houses are heated by oil 
from Mexico. Upon our breakfast tables appear 
the contributions of many climes. In short, civi- 
lized man draws upon every part of the earth for 
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his subsistence. By the telephone and telegraph he 
has annihilated space for purposes of communica- 
tion, and by the steamboats and the railways he 
has reduced the world to one tenth of its original 
size. Now, the only reason for speaking of these 
things which are so well known is to recall some- 
thing we sometimes forget —that all of these 
tangible evidences of growth are but a reflection 
of the growth of man’s use of his brain. They 
are the visible evidence of age-long additions to 
our sum of knowledge. 

Man’s whole existence today is a battle of 
brains and it is in business affairs, which are so 
important a part of his existence, that intellectual 
supremacy counts for most. 

Business has long since ceased to be largely 
a series of price hagglings — a continual measure- 
ment of greed and sharp wits against sharp wits 
and greed. The real business men of this age are 
creators. They are seeking to build that which 
will endure. 

A permanent business, whether it is big or 
little, must be productive and it must be beneficial 
to every one concerned — buyer, seller, employer, 
employee. The executive who runs such a busi- 
ness, or any part of it, must give his energies to 
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organizing the forces that are at his command; 
to judging, directing, and influencing men; to 
long distance planning; to meeting unexpected 
difficulties and unlooked-for opportunities with 
correct, decisive thought and word. 


Business 1s A BATTLE OF Brains 


These functions call for brains — not the crude 
product but finished material; they call for 
thought — not helter skelter, but concentrated 
and effective; they call for knowledge — not aim- 
lessly picked up, but organized. 

Between the average man and the exceptional 
man, the chief difference in brain power is that 
which comes from training. Dr. Edward Charles 
Spitzka, the great brain specialist, directed that 
after his death his brain should be given to 
science. It was analyzed and weighed, and 
found to be considerably larger and heavier than 
the ordinary brain. But the added size and 
weight were not due to the presence of more 
brain cells. He had only the normal number, but 
each separate cell was developed to the fullest 
extent. [here were no imperfectly developed 
cells. He had developed an ordinary brain into 
an extraordinary one through training, education, 
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reading, study and practice, and one other es- 
sential force that develops brain cells — imagina- 
tion. 

A trained, well-developed brain is an indis- 
pensable asset in business today because business 
is becoming more and more scientific. The pro- 
fessions have long been looked to as requiring 
especially trained brains. Their problems could 
not be solved otherwise. Science has done won- 
ders in the technical field. Eventually it is cer- 
tain to do wonders in the field of business. 

A true “science of business” is only now in 
process of development yet much has already 
been accomplished. In place of a confused chaos 
of notions as to the best methods of starting, 
managing, and financing business, of keeping ac- 
counts, of buying and selling, we now have defi- 
nite, well-established principles. 


Tue Toors THE Bustness Man Uses 


Some of these principles are concerned with 
matters over which the individual has no control. 
They belong in the field of economics. How- 
ever well a man may know his own business, or 
however skilled he may be in his own specialty, 
he should have at least a working knowledge of 
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economics — enough to be able to size up condi- 
tions, the effect of which may appear quite remote 
at the time, so far as his own business is concerned. 
But these conditions may produce far-reaching 
effects that can eventually make a dent in his 
bank balance or give him enough surplus for a 
long vacation abroad, according to whether his ap- 
praisal of the situation is sound and his action 
upon it well guided. 

Probably not so much need be said about know- 
ing our own business. This age of specialization 
has taught that need, but a word of warning might 
be of value. It is easy to drive into a rut, but hard 
to get out. “Being unable to see the forest for 
the trees” may be a frayed metaphor, but it is 
none the less a good one. If a man is to be con- 
sidered as head of a business, something more is 
demanded than that he be a specialist in his own 
field. A sales manager who knows only selling; 
‘a production manager whose business knowledge 
does not reach beyond the factory; an auditor who 
knows only accounts — none of these men would 
be apt to shine at the head of an enterprise, for 
there would be too many matters coming before 
them for decision on which they would be unable 
to pass sound judgment. Going further, the 
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clerk who knows only his own job is an unlikely 
prospect for head of his department. A business 
man does not need to be, nor can he be, a jack of 
all trades. But he does need, in addition to a 
thoro knowledge of his own job, a good working 
knowledge of the other fellow’s and of other 
fellows who may be in altogether different lines 
of the same business. Otherwise, how is he to 
get along further than his own job? 

Broad knowledge cannot be gained by experi- 
ence alone. The man is lucky who can discharge 
his own work well between the hours of nine and 
five. He has no chance to learn the other man’s 
job at first-hand. He can, however, learn from 
the experiences of other men digested in readable 
form. He can learn what others have found to 
be successful principles and methods and what 
they have discovered to be unsound. The man 
who makes such knowledge his own has secured 
for himself in classified, workable form the re- 
sults of the experiments, the ideas, the successes, - 
and the failures of the business men who have 
preceded him. 

Organized business knowledge is a systematic 
summary of the lessons that experience has taught 
thousands of able men. 
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But business would be a dull and uninteresting 
sort of affair if it did not bring us into contact 
with other human beings; and business success 
would be a goal without much glamor in its 
achievement if our study were to be directed only 
to things — price movements and money rates, 
efficient accounting systems, ability to size up a 
credit statement, or knowledge of how to write 
a good letter or advertisement. In fact, a good 
letter or advertisement can hardly be conceived as 
being written by one who has not studied some- 
thing more interesting than any abstract principles 
—who has not some knowledge of his fellow 
men. 

Psychology is a big word. Let us substitute 
for it knowledge of human nature as a stone in 
the foundation of business success. It would not 
do to say that this is indispensable. Sheer efh- 
ciency can cleave a path or force can plough 
ahead. But just as a well-oiled machine runs 
better than a squeaky one, so the way through 
business life, or any other walk of life, is made 
easier and certainly more enjoyable by an under- 
standing of the people we meet, whether in buy- 
ing or selling or in the many little contacts that 
business affords. 
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Prans Come Berore AcTION 


All this is merely a catalog of the tools with 
which the business man works — knowledge of 
economic laws, knowledge of his specialty, knowl- 
edge of the people with whom he deals. We 
must know something of what to build with these 
tools. The man punching rivets high up on the 
sky-scraper knows how to use his tools, but he 
had nothing to do with the plan of how he was 
to use them, or where. He works under the 
supervision of foreman and contractor. But while 
foreman and contractor know how and where, 
their knowledge comes from the architect’s blue- 
prints. His is the brain that created the building 
before the first shovelful of earth was upturned or 
a stone laid and created it down to each fine detail. 

We can all create buildings in our minds. We 
can form our own pictures of the house we should 
like to live in. We may get so far as to transfer 
our ideas to paper so that anyone may see what 
its general plan would be. If we have a gift 
for drawing we may be able to sketch the out- 
side of the house so that people can see what it 
would look like. But nobody could build the 
house from our rough outline or from our sketch. 
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It will take the architect to make our plans practi- 
cal—to make complete the outlines and draw- 
ings so that builders can use them. We may want 
a hardwood floor — but what shall it be laid on 
— how many beams are there to be underneath 
and how are they to be supported? 

The ability to plan how to use tools and what 
to make with them we call vision. Knowledge 
of the tools alone is not enough, nor is vision it- 
self enough, for if vision is all we have, our 
creations are likely to turn out castles in Spain. 
A man needs a practical vision, and coupled with 
it he needs the knowledge of how to make it 
effective. 

The manual worker may have a vision for a 
day ahead. The detail man has imagination 
enough for a week or a month. But the execu- 
tive, or potential executive, has imagination 
enough to look far ahead and view his career as 
a growing, expanding unit. He is willing to post- 
pone a part of his reward and reinvest part of his 
income in himself, knowing that he is insuring a 
far greater ultimate reward. This sort of vision 
and the purpose to carry it out are akin to the 
imagination that raises a Beethoven above his 
fellow musicians or a Booth to preéminence 
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among actors. No artist nor musician nor business 
man can acquire such a vision at will, but tech- 
nique —the mastery of the tools or instruments 
— can be acquired, and familiarity with the tech- 
nique may be a very direct influence in producing 
a vision of how best to use it. 


Business MEans SERVICE 


I do not believe any merchant achieved success 
whose first thought was, “ By doing this I shall 
become rich.” Before that was the thought, 
“‘ Here is a community where people need a good 
shoe store,” or, “the salesmen who come to this 
town would appreciate and patronize a better 
hotel,” or, “ people are going several blocks away 
to buy cigars when they would stop at this corner 
if there were a store here.” 

Coming before the money-making idea was the 
thought of rendering some benefit — of supply- 
ing better goods, or goods at a lower price, or of 
something that would be an improvement upon 
things then in use. There is no implication here 
that business is philanthropy. Reward was antic- 
ipated for the service, or it probably would not 
have been conceived. 


This has not been an attempt to define with 
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exactness a “ four-square ” business man, nor has 
there been any suggestion, it is hoped, of being 
dogmatic about what one should do in order to 
become one. Rather has the purpose been to 
suggest fundamentals, which, while they are more 
widely known and appreciated today than twenty 
years ago, still are deserving of further emphasis. 

When Douglas Fairbanks went to Richard 
Mansfield, told him he wanted to be an actor and 
asked for advice, Mansfield counselled him to go 
home and “develop himself.” “If you want 
to be successful,” said Mansfield, “ and are thrown 
into the world of big things, with men who have 
preceded you in other fields of endeavor you must 
be able to speak their language.” 


LEARNING BY THE EXPERIENCE OF OTHERS 


When any one has discovered that the sound 
foundation of business is knowledge and has 
formed a practical way of getting it, he has 
touched upon the most valuable truth in his life. 
No matter what a man’s work, he can do it better 
if he is well-informed. 

Dr. Edward Everett Hale, in an address to a 
group of young men, laid down three maxims for 
success. The third and most important was, 
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“ Make it a point every day to meet and converse 
with some one bigger and wiser than yourself.” 
All over the country men are seeking advice from 
those whose knowledge of the facts of business is 
no greater than their own. Such counsel is 
friendly and helpful; but something more is 
needed, either the counsel of men more experi- 
enced than one’s self, or the companionship of 
books written by experienced men. 

More than one man has fallen in business be- 
cause there were weaknesses in his business armor 
— weaknesses which might have been plugged by 
a greater effort to master his subject — to round 
out his equipment. 

The possession of a thoro knowledge of what 
we are doing is something more valuable than 
silver or gold; something as certain to produce 
profits as the ownership of plants and machinery. 
Business knowledge has possibilities that enable a 
man to see, seize, and use his opportunities. They 
give him a sure basis for constructive thought and 
work. Their owner, tho not absolutely insured 
against mistakes and failures is at least warned 
against repeating mistakes that have previously 
been made. He saves time in his own thinking. 
He has the experience of other men to draw upon 
for assistance in his every day affairs. 
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THE SCIENCE OF BUSINESS 


HE interrelation and mutual dependence 

that is characteristic of modern business is 
comparatively new. Fifty years ago your grand- 
father might have been able to disregard what 
was going on outside of his own limited field. 
He might have been able to get along without any 
economic disaster to himself if the wheat crop 
failed in Russia, if Germany became a financial 
wreck, or even if the small industrial towns in his 
own country were suffering from lack of work. 
He was practically independent. He raised most 
of his own food and probably most of his clothes 
and tools were made at home. He did not lean 
very heavily upon the rest of the world for his 
wants. But today we are living in a different 
world. The development of transportation, com- 
munication, large-scale production, and specializa- 
tion in industry have been brought to the point 
where each of us is dependent upon hundreds of 
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thousands for the greater part of the goods we 
consume. 

Since the opening gun of the Great War, the 
business man has seen rapid and sometimes dis- 
concerting changes taking place in the business 
world; rising and falling prices, fluctuating inter- 
est rates, strikes accompanying changing wage 
scales, and conditions in foreign trade and ex- 
change that were practically beyond the compre- 
hension of the uninitiated. To many business 
men these changes meant disaster — failure be- 
cause they did not understand the great laws of 
business that definitely shaped success, laws that 
lay beyond the control of the executive. 

Many of the men who have been “ licked ” by 
conditions in the past few years are still groping in 
the dark, looking for the reason. The reason lies 
in the fact that they did not know the science of 
the work in which they were engaged, the science 
of business or economics. 


EconoMICs — THE Stupy oF Business 


Economics is the science that explains the pro- 
duction, distribution and consumption of wealth. 
The economist studies these subjects, not so much 
to explain what has gone on in the past, as to 
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discover the laws of cause and effect in modern 
business and to establish these laws so that the 
business man may analyze conditions at any given 
time and arrive at a reasonably sound conclusion 
as to what is to happen in the future. The econo- 
mist knows that the efforts of any business organ- 
ization can only be successful when they are 
carried on in accordance with definite laws that 
operate despite individual efforts to overcome 
them or indifference that may spring from lack of 
knowledge. 

Economics is simply the study of our business 
machinery — the effort to discover what makes 
this and that wheel go around and how one part 
of the machine is affected by the way other parts 
work. The conclusions which are reached often 
are wide enough in their application and well 
enough established to be regarded as definite prin- 
ciples that the business man may use to guide his 
operations. 

Because its laws will aid him in forecasting the 
future trend of business, economics is practical; 
because it deals with men and their desires and 
activities, it is human and interesting. 

If one can picture the great economic world, 
divided into its four main fields of Production, 
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Marketing, Financing, and Accounting, and then 
find his place way down in one of the subdivisions 
of these fields, he is bound to realize the necessity 
of knowing something of each of these great 
activities of business if he is to rise to a position 
above his own niche. 


How Costs aRE DETERMINED 


We cannot study the production problem of 
any business organization without examining the 
consumer’s desires. The demand for any given 
product is affected, not only by the consumer’s 
desire for it and its scarcity or abundance, but also 
by the supply of and demand for all goods pro- 
duced and consumed. Since all goods compete 
with each other for the consumer’s money, we 
must, from the outset, consider the primary laws 
of supply and demand. What we can produce 
and the price for which we can sell are not deter- 
mined by our production or that of others in our 
field, but by all producers of all goods, on the one 
side, and all consumers on the other. 

The consumer has a great many desires for a 
great variety of products; but as his income is 
limited, he must sacrifice or give up some goods 
to get others. This means that any producer of 
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goods or services cannot, even though he be a 
monopolist, figure his cost of production, add on 
his profit, and expect that his goods will auto- 
matically sell at that predetermined price. The 
reverse is true. What he can afford to pay as cost 
is determined by what the consumer will pay for 
the finished product. 

As an example, you might make a splendid 
radio receiving outfit. Let us say that your costs 
turned out to be $500. You could not set a price 
of $600, $700 or $800, or any other arbitrary price 
and be assured that your product would sell, no 
matter how good it was. In bidding for the 
buyer’s money, you are of course competing with 
all other radio outfits and goods which are substi- 
tutes like the talking machine. But you are also 
competing against makers of automobiles and silk 
shirts and producers of theatrical entertainment 
and proprietors of summer hotels. Your even- 
tual selling price will be determined by how 
much the consumer is willing to give up in the 
form of other goods so that he can afford to buy 
your radio receiving outfit. That amount may be 
well below $500. If your price is so high that 
to buy your outfit means giving up a small car or 
economizing on a vacation or making considerable 
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change in the customer’s style of living, he will 
be likely to refrain from buying until the price 
comes down. This would force you, if you are 
to sell your product, to make your costs coincide 
with the market price. Your costs have been de- 
termined by the market. 


MarcInaL PRoDUCERS 


The average producer is not a monopolist. He 
is competing with others who are producing the 
same type of goods, or substitutes, and he is com- 
peting with men who are struggling with him for 
markets. The costs of all these producers range 
from those who have the lowest costs and there- 
fore the widest margin of profit, to those who 
have the highest costs — those whose costs just 
about correspond to the market price of the goods. 
The latter — “ marginal producers”? —are in a 
precarious position. If the market price goes 
down, they must lower their costs, or sell at a 
loss, or go out of business. Under active competi- 
tion, the producer has little control over the ulti- 
mate determination of the prices of his goods. 

The producer, in meeting competition and in 
widening his market is constantly reducing his 
price, or increasing his service to draw in more and 
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more consumers. To get more consumers, he has 
to give more, for buyers are just as varied as pro- 
ducers. They, too, range from those who are 
willing to pay a price higher than the existing 
market price down to those who are just willing 
to buy at the present market price, but who, if 
the price is raised at all, will not buy —the 
“ marginal consumers.” Beyond them are poten- 
tial consumers who will come into the market if 
the price is lowered still further or if the service 
is increased. It is the problem of the producer 
so to lower his price or increase his service as 
to lower the margin and bring in more consumers. 
That is why price is determined by a constant 
fight between the marginal producer for higher 
selling prices and the marginal consumer for 
lower selling prices. 


Money SuppLy AND VALUES 


There is always a limit beyond which the pro- 
ducer cannot go in his efforts to eliminate waste 
and increase production to get a smaller unit cost. 
He finds that by constantly employing more and 
more capital, labor, machinery, and ingenuity, he 
gets an increasing quantity of goods. After a 
certain point is reached, however, his increased 
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production begins to satisfy demand more rapidly 
than he can lower costs, and he does not get a 
profit in proportion to his expenditures. That 
principle is the “ law of diminishing returns.” It 
operates in every phase of economic activity and 
rules men’s careers yet many times they are not 
familiar with it. 

As an example take the advertising field. Ten 
thousand dollars spent on advertising at any given 
time for any given product will bring a certain 
return. But if we constantly increase the adver- 
tising appropriations, we will ultimately reach the 
point of maximum returns, that is, the point where — 
more money spent will not bring an increase in 
sales in proportion to the added cost. 

So far we have been talking about the change 
in values resulting from the action of demand and 
supply in relation to goods. But we buy goods 
with money and the demand for and supply of 
money may influence values quite as much as de- 
mand and supply in relation to goods. 

We use money or some representative of it in 
exchanges and our prices are expressed in money 
terms. The primary function of money is to act 
as the medium of exchange, to take the place of 
a direct exchange of commodities. Without it, 
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large-scale production, specialization in industry. 
and. wide distribution of goods would be im- 
possible. 

Because it performs these functions, because it 
serves man, and not because it is necessarily in- 
trinsically valuable, there is a definite demand for 
it. Altho money is not a commodity in the usual 
sense, the demand for it fluctuates much as the 
demand for any true commodity fluctuates. As 
money facilitates exchange of goods, any differ- 
ence in the number of exchanges of goods, caused 
by a change in population, change in public spend- 
ing power or in industrial development, will 
change the demand for money. When the growth 
of business increases exchanges, the demand for 
money rises and vice versa. 

We know that any good or service for which 
there is a fluctuating demand changes in its value 
when the demand for it changes. The same thing 
is true of money. Any increase in its supply, 
without a corresponding increase in the demand 
for it, will decrease its value or purchasing power. 
In other words, prices will rise. 

But it is not all as simple as that. The money 
system, and the operation of its various laws, is 
further complicated by the use of credit and credit 
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instruments, and by our extensive system of bank- 
ing. All of these elements introduce new laws, 
and variations of old laws, affecting the determi- 
nation of prices. 

The effects of changes in the value of money 
have been brought vividly to our attention in the 
past few years. Rising and falling price levels 
have brought uncertainty to all classes and discom- 
fort to many. The business man who is not famil- 
iar with the laws of money that determine and ex- 
plain its effect on our business life has not been 
able to analyze and interpret existing conditions in 
the light of future trends. A thorough knowl- 
edge of the fundamental laws of money, credits, 
and banking is a tool that the business man can ill 
afford to neglect if he is to plan his efforts intelli- 
gently and capitalize the opportunities that chang- 
ing conditions bring. 

Our interest in economics cannot stop with pro- 
duction, valuation, and exchange. The laws of the 
distribution of wealth affect us vitally. We know 
that the income from business operations is dis- 
tributed in the form of rent to the landlord, inter- 
est to the capitalist, wages to the worker, and 
profit to the business man. These are all ele- 
ments, each with definite principles explaining 
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and controlling them, that affect the business 
man’s career. He pays rent, wages and interest 
and collects profit. Any one of these elements 
may make or break him. Very much depends upon 
his knowledge of the principles that determine 
the value or price he must pay for each, regardless 
of his own desires. Rent, wages and interest are 
as independent of his control as is the determi- 
nation of prices, and they affect his profits, for 
they are elements of costs, though treated dif- 
ferently. 


SIGNIFICANCE OF INTEREST RATES 


Most business men face the necessity at one 
time or another of borrowing capital. A price 
must be paid for the capital and that price, like 
the prices of commodities, is fluctuating con- 
stantly. So interest becomes a problem of vital 
importance to the executive, and the treasurer 
who can borrow at low rates of interest is a valu- 
able man. His ability to do so is not dependent 
upon his own selling ability, nor even entirely 
upon the financial standing of his company, al- 
though both of these may help or hinder. The 
rate of interest, or price charged for borrowed 
capital, is determined by conditions and laws out- 
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side of his control. His knowledge of those 
factors should be such that he can come into a 
period of high rates with little need of borrowing. 
His working capital will be fortified when rates 
are low. 

What a man wants when he borrows is the 
goods or capital money will buy. There are hun- 
dreds of thousands of people with stored up capi- 
tal, waiting to lend it at various rates and at 
various risks. There are thousands of borrowers 
competing for it. This creates a money market. 
And that is why, just as with commodities, the 
price that the business man pays for the temporary 
use of capital is not determined by him, but by 
the quantity of loanable funds available in rela- 
tion to the demand of borrowers. Furthermore, 
since the money the business man borrows repre- 
sents goods, the price of borrowed money must 
be studied from the viewpoint of the relation 
between the production of goods and the money 
supply. 

The rent problem is similar. What must be 
paid is, from a practical viewpoint, determined 
by the producing power of the site. The busi- 
ness man figuring his cost of doing business, 
might be foolish to give up a high rent corner 
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location for a lower rent middle of-the-block 
location. His desire to make the change would 
undoubtedly be due to an unscientific treatment 
of the relation of rent to cost. 

The corner store pays a high rent because 
many people, potential consumers, pass each day. 
The reward for high rent is the opportunity for 
more sales —a rapid turnover in goods. A store 
of the same type, in the middle of the block, sell- 
ing the same goods, pays a smaller rent because 
fewer potential customers pass by it each day. 
But the high-rent man cannot figure his higher 
rent as a cost and add it to his selling price if 
it raises his price above that of the low-rent store. 
If he does, he will force buyers to go around the 
corner and purchase at the low-rent store. He 
must keep his price on a level close to the low 
man and deduct his rent from gross income. He 
makes a smaller margin of profit per unit sold, 
but he is rewarded by selling more units. 

The same problem arises in considering the 
question of interest. One organization, for in- 
stance, may be operating on borrowed capital. A 
competing company operates without an interest 
charge. Although interest is a cost with the first, 
it cannot be allowed to affect selling prices, or 
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competition will force the borrowing company out 
of business. 

Even wages are not determined by the in- 
dividual worker, nor by the employer, nor by 
the union. Men cannot consume more than they 
produce, nor can they be employed to produce 
goods for which there is no demand. Despite 
a desire to get labor of a certain kind and at a 
certain definite price, we are ultimately forced to 
pay the market price for it. This is determined 
by the productivity of the worker in relation to 
the number of available workers of the type we 
want, and the demand for them or the goods they 
produce. 

After all, what the business man is primarily 
interested in is profit. It is the object of his 
efforts. It is what is left to him after the whole 
economic process is completed. 

What is left for him depends upon how well 
he conducts his affairs through the many tides and 
winds that affect the course of the business ship. 
Knowledge of economic laws is the compass and 
there are too many shoals besetting enterprise and 
individual for a good navigator to neglect his 
compass. 

In this brief outline the surface of the science 
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of business has been only scratched. There is a 
full rich vein deeper down and I will be happy if 
the surface scratch made here so reveals the 
possibilities of the vein as to induce business men 
to follow it, to dig into it, and to extract more of 
the knowledge on which sound business is built. 
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Cuapter III 


THE ORGANIZATIONS THAT 
CONDUCT BUSINESS 


HE first problem for a man going inte 

business is one about which he has a fairly 
free choice —the determination of the form ot 
character of his enterprise, whether he will con- 
duct it as an individual or in association with 
others; and, in the latter event, whether his asso< 
ciates will be partners or fellow stockholders. 

In some lines there is no choice. Members of 
the New York Stock Exchange cannot be incor- 
porated. Banks must be organized in strict ac- 
cordance with national or state laws. But for 
the run of manufacturing or trading enterprises 
the choice of form is not restricted by rules other 
than those of business expediency. 


Income, Risk anpD ConTROL 


What are these factors that influence the choice 
of some particular form of business organization? 
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Assuredly a man is going into business because 
he expects to make a profit. His first considera- 
tion will naturally be directed to the income which 
he expects to realize from his venture. He can- 
not get his business under way without some capi- 
tal, and while he is sanguine about the amount of 
money he is going to make, business profits are 
the antithesis of death and taxes, in so far as cer- 
tainty is concerned. He is bound to be assuming 
some risk. If others are to be associated with him, 
there will follow the important question of con- 
trol. Who is going to sail the ship and who will 
be first mate? There is a close complementary 
relationship between these questions. Considera- 
tions which affect the choice in one will be reflected 
in some way in each of the other factors. 

If we asked the man who sells cold sarsaparilla 
at a country cross-roads whether he had carefully 
considered the questions of income, risk, and con- 
trol before setting up his stand, we should prob- 
ably leave him pondering upon how the heat of 
a summer’s day affected some motorists. To him 
it would be a strange thought, for his business is 
organized on the simplest basis possible. He gets 
all the income, assumes all the risk, and has com- 
plete control. The proprietor of the house where 
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we stop for lunch would not be so mystified by 
our question. The man who planned the hotel 
may have found that the building of it would call 
for more money than he could command, or that 
he would like somebody to share his work in 
running it. So he took in a partner. 


Tue Pros anp Cons oF PARTNERSHIP 


Now, the minute he decided to take in a part- 
ner, whatever influenced his decision, he had to 
make various concessions. If his need was for 
more capital, its very admission on terms of part- 
nership meant a sharing of the income from the 
business. It also meant some division of the risk 
and of the control. If his main thought was to 
obtain some one to share the responsibility of 
management and to participate in the control, 
then forthwith the income and risk were shared. 

The control exercised by partners is not so far 
removed from that of the absolute proprietor. 
Each general partner is a general agent for the 
firm and capable of binding it by any contracts 
within the actual or apparent scope of his author- 
ity. From the standpoint of control the partner- 
ship is thus well adapted to closely knit organiza- 
tion but unwieldy if there are many owners. If 
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we were going into business with twelve other 
men we should not want the whole dozen going 
around with full power to bind our enterprise and 
possibly our personal fortune. 

Risk is shared to a certain extent whenever 
other capital is added to ours in the enterprise. 
If the business gets into trouble and has an 
amount of debts that can be satisfied from the 
partnership property, the risk has been shared. 
The creditors will get our capital and our part- 
ner’s which is invested in the business. But if 
the partnership assets will not pay all of the 
creditors, they can then resort to the personal 
property of the partners and resort to it without 
limit. We cannot heave a sigh of relief if they 
decide to take it all out of our partner, as they 
have a right to do, and make him pay all of 
our debts, for he can then turn around and 
collect a pro-rata share from us. A court of 
equity would call this “enforcing his right to 
contribution.” The creditors might just as well 
decide to pick upon us and make us pay all the 
debts. Then, if our partner had gone to spend 
the summer in Canada and mislaid his return 
ticket, the only part of the risk we should have 
shared would be that part representing the capital 
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he had put into the business. In case we took 
him in to do a heavy part of the work and he had 
put in no capital, we should emerge in the painful 
position of having shared our income and control 
and passed along no portion of the risk. 

A partnership, in addition to its suitability for 
compact organizations, has the advantage of being 
free from state control. It is a flexible form of 
enterprise, one in which plans may be changed 
with little difficulty if the partners agree. 


Wuy CorPORATIONS ARE FORMED 


But a new enterprise may require more capital 
than partners can command unless an unwieldy 
number are taken in, or an existing enterprise 
may wish to expand beyond the investment or 
borrowing capacity of the partners. The corpora- 
tion offers a vehicle well suited for the purpose, 
and here comes another stage in the adjustment 
of income, risk, and control. Here, it is possible 
to provide for different grades or degrees of par- 
ticipation in each of these elements. 

The business world is alive with enthusiasts — 
energetic men whose forte is planning and man- 
agement — men who not only grasp opportuni- 
ties but make them. Conservatism is not a large 
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part of their make-up. They are ready to drive 
on, cheerfully confident in their own abilities 
and inspired by the vision of possibilities in their 
varied ventures. Men of this sort are apt to be 
organizers of business, and if they have started in 
a small way as a partnership, they are likely be- 
fore long to be expanding so that the change to 
corporate form must be made to give them more 
capital. 

In return for the increase in income which is 
anticipated from taking more capital into the en- 
terprise, members of a partnership relinquish some 
degree of risk. The corporation can be repre- 
sented only by its duly appointed agents, and gov- 
erned only by its board of directors. Instead of 
having an equal voice with two or three associates 
in the management of a business, the stockholder 
has the right only to vote for directors in propor- 
tion to the number of shares he holds. If he is 
elected a director he may exercise a control almost 
as effective as that of a partner, but his hold upon 
it is less secure. The partner’s right to a voice in 
management is absolute. The director may be 
rendered speechless figuratively and literally, if 
the stockholders decide to elect some one else in 
his place. If a stockholder is not a director his 
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CHARACTERISTICS OF THREE TYPES OF 
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influence upon control consists only of his right 
to vote for directors, an influence which may be 
strong if he holds 40 per cent of the stock, or 
which may be somewhat slight if he owns one 
share of United States Steel common. 

Risk is very effectively limited by the corpora- 
tion. The shareholder’s private fortune is safe 
from the demands of the corporation’s creditors. 
All he risks is his investment in the business. 

The corporation permits an adjustment of in- 
come, risk and control among those who put money 
into it. Here participants may be divided into 
classes, some with fixed income, little risk and no 
control and some with a large degree of control 
and risk and unlimited possibilities of income. 
Before going further, a summary of the out- 
standing characteristics of the three main types 
may be helpful. Such a summary, in tabulated 
form will be found in this chapter. 


Tue RANGE OF THE CORPORATION’S 
APPEAL 


The corporation’s needs for capital are sufh- 
ciently diverse to enable it to appeal to many 
types of people who own capital. In making its 
appeal and raising capital, the adjustment of in- 
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come, risk, and control is made. Here is a man 
well along in years who has retired from business; 
there is a young fellow who is building the founda- 
tions of a small fortune. Here is a widow whose 
sole income is derived from her investments; 
there are banks and life insurance companies, 
whose channels of investment are regulated by 
law. With each of these classes one need is para- 
mount — safety of principal. Very well, the 
corporation will satisfy them. The corporation 
probably needs grounds and a building. It will 
mortgage its grounds and building, and with this 
mortgage as security, issue bonds. The kind of 
capital the corporation is after here is fixed capital 
— capital that will not be disturbed for many 
years, for it expects to be doing business for a 
long time at its plant. The mortgage gives these 
bondholders a strong security. If the interest on 
their bonds is not paid, the mortgage will be fore- 
closed and they will come into possession of the 
plant. In return for this high degree of security, 
they sacrifice income and control. The bonds will 
bear a fixed rate of interest, say 5 or 6 per cent, 
which must be kept up but which will not be in- 
creased. They can look to no share of the profits. 

In the matter of control, a bondholder is in 
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the anomalous position of having only a contin- 
gent control which he hopes he will never have to 
exercise. He is not an owner of the business. 
He is a creditor. Consequently, unless the com- 
pany defaults in its interest, he has no voice at 
all in the management. If it does default, a con- 
summation not at all to be wished, the bond- 
holder’s control becomes complete. The property 
may be sold to pay off the bonds and until they 
are paid in full the stockholders will get nothing. 
Instead of being sold, the business may be re- 
organized. But since the bondholders could force 
a sale if they so decide, their voice in the reorgan- 
ization is an important one. 

There will be owners of capital who will not 
demand so high a degree of safety. They will 
wish reasonable security, but to obtain a more 
generous income they are willing to share more 
of the risk. The corporation will accommodate 
them by giving them preferred stock. The pre- 
ferred stockhoider is an owner — not a creditor. 
Consequently his risk is greater than that of the 
bondholder, for in the event of failure he may 
lose his entire investment. But if disaster should 
overtake the enterprise, he is secured to the extent 
of being entitled to payment from the corporate 
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assets after creditors have been satisfied, and his 
dividends are also preferred, and often made to 
accumulate so that all arrears must be paid before 
the common stockholders can receive anything. 
To compensate for his increased share in the risk 
he receives a higher rate of return, say 6 or 7 per 
cent, against the bondholder’s 5 per cent. He 
has a direct share in control, if the preferred 
stock is entitled to vote, and a contingent share if 
it is non-voting. A frequent provision for con- 
tingent control is one which gives the holders of 
non-voting preferred stock full management in 
case dividends on their shares are not paid for 
a period of one year. 

At the end of the line, so far as security is con- 
cerned, is the common stockholder. His is the 
thinnest equity. His claim upon income and upon 
assets is subordinate to the claims of creditor and 
preferred stockholder. In compensation, he has 
the possibility of unlimited income if the busi- 
ness is profitable and a large margin remains after 
paying bond interest and preferred dividends. 
Where the preferred stock does not vote, he has 
sole control. 

The chart of income, risk and control is an 
effort to portray the close relationship of these 
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factors in graphic form. As the amount or rate of 
income increases, the certainty of receiving it 
becomes smaller, and with smaller security the 
risk naturally increases. 

Control may be exercised by two classes of 
stock or by one. In either event so long as obliga- 
tions to the bondholders are being met it will rest 
with the owners of the company. But once this 
item is defaulted, then the bondholders’ control 
supersedes that of the other two security classes. 


Nore For CHART 


A — Bond interest 
B — Preferred stock dividends 
C— Common stock dividends 
Another important class of participants in the 
affairs of a business has not hitherto been referred 
to — the general creditors. We do not ordinarily 
think of a creditor as being connected with our 
business. If he came in and made suggestions 
about how to run it, we should tell him to get 
out, and we would pay off his bill and deal with 
somebody else in the future. This would be be- 
cause we know his control is remote and contin- 
gent. He has none so long as the business pros- 
pers. In case it does not prosper, his control is 
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subordinate only to that of the secured creditors 
—the bondholders. But he has advanced capital 
or rendered some service for which he has been 
paid either in the profit he made on the sale or 
the fee or salary he received — and any person 
who supplies capital or renders services to a busi- 
ness has some place in its scheme of affairs. 


MetTuops oF Raristnc CAPITAL 


Now, there is apparently no material differ- 
ence in the sources from which capital is acquired 
by corporation, partnership, or individual. There 
is a difference, however, in the size of the field 
to which they can appeal and the manner in which 
the sources are tapped. 

The individual business man who wished to 
raise capital to aid in building or extending his 
plant or store would resort naturally to the mort- 
gage, the same as a corporation does, only he 
would obtain his loan from some friend or 
through a real estate agent, and there would be 
but a single bond and mortgage. 

There is no legal reason why an individual 
could not, if his credit were sufficiently great, 
borrow on mortgage and put out many bonds, 
the same as a corporation; but there is a very 
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strong practical reason why he cannot. Buyers of 
bonds are investors who wish to purchase a rea- 
sonably certain income. However great the earn- 
ing power of an individual or of his business 
might be, it is an earning power that is too in- 
timately linked with the uncertain factors of 
health and duration of life to make it a strong 
consideration with any one except the individual 
or institution which is making the loan and which 
looks primarily to the value of the property. 

A partnership adds to the complications of 
borrowing on mortgage the fact that it cannot own 
real property in its own name. It must be held 
in the name of one of the partners, in their joint 
names as individuals or in trust for them. While 
partnerships can and do raise fixed capital on 
mortgage it is evident that they, too, can appeal 
only to a restricted field. 

Nor is there any distinction among the three 
types of enterprise regarding the sources from 
which they derive fixed capital that is not bor- 
rowed. Whether we think of the personal invest- 
ment of an individual proprietor in his shop or 
factory, or the interests of partners in their busi- 
ness, or of an enterprise which has raised its funds 
through incorporation and the sale of stock, the 
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field is the same — the individual contribution of 
the owners of the business. Again it is the ex- 
tent of the source that can be commanded which 
makes the difference. 


WHERE THE CapiTaL Comes FRoM 


The corporation is capital’s broadcasting out- 
fit. The most leather-lunged man can make his 
voice carry only so far; a number of people 
shouting together can perhaps be heard a mile 
away. But with the aid of the scientific device 
which is now quite familiar even one person can 
send his voice over a far greater distance than any 
volume of sound produced by voices could travel 
unaided. The corporation is the legal device that 
enables a business to carry far out and reach 
sources of supply of capital that otherwise might 
never come within the range of its appeal. 

Business enterprises need money for temporary 
purposes, as well as for permanent use. They 
need it to buy materials, to pay wages, and gen- 
erally to take care of the expenses that must be 
met to make the business go. A fair share of this 
working capital, as it is called, comes properly 
from the owner or owners — whether individual, 
partners, or stockholders, because this will influ- 
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ence the amount that can be obtained elsewhere. 
When a business has but a scanty working capital, 
we say it is being conducted on a shoestring. 
Apart from the amount furnished by the owners, 
capital to run the business may come primarily 
from trade creditors, banks, and discount houses. 

Before the campaign to introduce the trade 
acceptance began, it might have been hard to con- 
vince a business man that he was furnishing his 
debtors with part of their working capital. Of 
course he was. If he was a jobber and supplied 
a customer with hats, he furnished his customer 
some of the materials with which the customer 
carried on his business. Until the customer paid 
his bill he was getting the equivalent of a loan 
amounting to the invoice price of the hats. If 
the jobber had not sold him on credit he would 
have been compelled to raise the money some- 
where to pay for them. Since most business con- 
cerns have at all times on their shelves or in their 
factories some goods which they have bought on 
some sort of time arrangement, almost every 
business has normally a part of its working capital 
supplied by its creditors. The case for the trade 
acceptance rests largely on this fact — that mer- 
chants who sell on open account act involuntarily 
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as bankers and that this function should be trans- 
ferred to the commercial banks where it belongs. 

The commercial banks are large suppliers of 
working capital, anyway. Business units, both 
small and large, have constant recourse to them 
for loans. The bank can lend only for short 
periods, which is why it is a supplier of working 
capital and why the ordinary commercial bank 1s 
not included in the sources of supply of fixed 
capital. In addition to the banks, large business 
enterprises are able to raise working capital 
through the sale of notes which may be secured 
or may be merely debentures — the promises of 
the company to pay. Whatever the character of 
these notes or debentures, their use enables a 
corporation once more to reach out and tap a 
source of capital supply that is generally beyond 
the reach of individual or partnership. The notes 
will be sold to those who desire that type of 
security. 

So far we have been considering the sources 
from which a business raises money and how 
closely the matters of control of the business, 
risk in the business, and division of its income are 
connected with the raising of capital. When we 
have progressed this far we have just about pre- 
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pared for business — like the football player who 
stowed away five plates of ice cream and blandly 
asked, “Sam, what is the dessert for to-night? ” 

Raising the capital may be the easiest step in 
financing a business. What happens to the busi- 
ness after that will depend in considerable meas- 
ure upon how well it has estimated its needs, 
how soundly it has built its financial structure, 
and what use it makes of the capital. 
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CuHaptTer IV 
FINANCIAL MANAGEMENT 


CCORDING to an old Spanish proverb, 
Monday is a bad day for people who have 
only one shirt. Paraphrasing this bit of homely 
wisdom, we might say that Saturday — pay-day 
— or the first of any month, when bills come due, 
are bad days for a business with only one shirt. 
The proverb relates to a condition of ineffi- 
ciency. The equipment of the person is inade- 
quate — so much so that he must lose one day 
out of the week to keep himself presentable. 

Inferior equipment in business can readily cause 
a loss in production equal to a day a week, and 
so, whatever may be the character of the fixed 
capital needs of a business, they ought to be well 
supplied. 

But there is such a thing as having too many 
shirts and the corporate eye for fixed capital may 
be larger than the digestive power of the public 
which buys the product. Last summer the head 


[ 46 ] 


FINANCIAL MANAGEMENT 


of a manufacturing company was heard to deliver 
this heart-felt exclamation: 

“Thank heaven we have no factory! If we 
had owned one, receivers would have been run- 
ning this business a year ago.” 

The facts in this case justified the president’s 
enthusiasm. During the two years following the 
armistice many individuals and business enter- 
prises acquired many more shirts than they needed 
— the individuals literally — the business figura- 
tively, by expanding plant capacity to take care 
of a demand that was soon to shrink with great 
rapidity. The ownership of a plant and every 
addition built to a plant means a heavier burden 
that must be met—a greater load of fixed 
charges. When a slump comes suddenly such a 
heavy weight of fixed charges may be a fatal 
millstone. 

“How much capital a business needs is a ques- 
tion which has too many answers to be discussed 
here. If we have a hundred businesses we shall 
probably have a hundred different answers. What 
it is sought to bring out is the relationship be- 
tween fixed and working capital that an inade- 
quate provision for equipment may result in loss 
of efficiency, and that too great an outlay for 
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equipment may cripple the business by impairing 
its working capital. 


WorkING CaPITAL, THE Lire-BELT 
oF A BusINEss 


Working capital is the life-belt that keeps a 
business afloat when its earnings are suffering 
from cramps or while it is still learning to swim. 

A business will not begin to earn money as 
soon as it is started, and at almost any time during 
its career it is likely to find periods when earning 
power is reduced. If it has enough working cap- 
ital of its own or if it can borrow enough, all is 
well. How much is enough? 

No mathematical formula can be laid down, 
but some of the factors to be considered are: 

1. Volume of business. 

2. Distribution of purchases and of production 
and selling expense thruout the year. 

3. The credit terms upon which purchases are 
made. 

4. The credit terms upon which sales are made. 

5. The length of the period of production dur- 
ing which capital is tied up in work in process. 

During the period of production, or pending 
the sale of goods, capital is tied up by work in 


[ 48 ] 


FINANCIAL MANAGEMENT 


process. Some companies turn their capital several 
times each year and require only a small per- 
centage of profit on each transaction, while others 
turn it less frequently and require a larger per- 
centage of profit on each sale. The latter need 
a correspondingly larger amount of working cap- 
ital, for if a business pays for its materials on a 
thirty-day basis and sells on a sixty-day basis, it 
will obviously require a much larger working 
capital than if it bought on sixty days’ time and 
sold on thirty. | 
The ratio of working to fixed capital is im- 
portant for small businesses as well as large ones. 
In prosperous times, business men are wont to 
plan new establishments, enlarge old ones, or take 
on additional lines of manufactured goods. This 
will increase the volume of businc 3s, but more 
support is needed for the heavier load. Even 
more attention is needed to the ratio when a 
business starts. If the new mercantile firm will 
rent its store instead of buying a building, and if 
the new manufacturing concern will have its 
product manufactured on contract for two or three 
years instead of buying a plant and equipping it, 
the infant enterprise will have time to get its 
bearings; whereas a burden of fixed charges at 
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the outset may be a source of delayed profits or 
even receivership. The new business needs to 
build up its resources. 

One item in the working capital accounts that 
may cause trouble is the inventory. Working 
capital may apparently be ample. But suppose 
the greater part of it consists of inventories, and 
the bottom suddenly falls out of the market. 
Then working capital melts away and the busi- 
ness is sent scurrying to the banks for aid at a 
time when it is not in the best position for bor- 
rowing. 

Businesses that get into this trouble are usu- 
ally speculating in raw materials, or are victims 
of over-enthusiastic management. 

Speculating in raw materials is no part of the 
functions of a manufacturing or trading enter- 
prise. Some of the largest corporations make it 
a rule not to anticipate requirements far ahead at 
any time. Consequently, while they may not 
make much thru appreciation of raw materials, 
they do not get caught in a decline with large 
stocks on hand. Laying in stocks when prices have 
had a long-continued decline is good business and 
possesses enough of certainty to be regarded as 
something more than a speculation. But at other 
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times the keeping of large stocks not only invites 
loss from changes in the materials market, but 
also lowers the rate of turn-over. 

So far we have been talking about capital re- 
quirements. A corporation has also to consider 
the matter of capitalization. 


CAPITALIZATION AND MeEtTuHops oF 
EsTABLISHING IT 


The capital of a business is the net value of the 
assets it uses — factory or store, materials, cash, 
equipment — these and other assets added to- 
gether, less the total of liabilities to creditors. 
Capitalization has two meanings. One refers to 
the amount of securities that are issued to repre- 
sent a corporation’s capital. The other refers to 
the kinds of securities that are used. For clarity, 
let us call the latter kind of capitalization the 
financial structure of the company. 

The object of capitalization is to arrive at some 
mode of valuing the corporation’s capital or net 
worth that will make a fair balance between the 
capital and capitalization. At least this is what 
ought to be the object. Blue sky laws are de- 
signed to compel due attention to this object 
rather than to the one of seeing how great a 
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capitalization a little capital can be made to sup- 
port. 

Corporations stand or fall in no small degree 
according to the soundness of their capitalization, 
and to arrive at a sound capitalization we have to 
establish a sound basis. The bases of capitaliza- 
tion are: (1) actual cost, (2) cost of replacement, 
(3) earning power. Cost is seldom a basis of 
capitalization except when the business is small or 
c.vociy owned. Moreover, it is not necessarily a 
conservative basis of re-ca: ‘alizing an old busi- 
ness, the value of which may have no relation 
whatever to its original cost. Re-capitalizing at 
cost may leave a highly watered stock if the as- 
sets have deteriorated. 

By cost of replacement is meant the present 
cost of replacing an old property by one of modern 
type. It may sometimes be a basis of capitaliza- 
tion in a reorganization, but the usual basis for 
industrial capitalization is earning power. 


BuILDING THE FINANCIAL STRUCTURE 


Let us assume that a business with a $100,000 
plant is earning $30,000 a year on the average. 
How much is it worth? Certainly more than 
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$100,000. We should be glad to pay $200,000 
for it, for this would give us 15 per cent on our 
money. It is worth more than this. We should 
be able to mortgage the plant for, say conserva- 
tively, $50,000 at 6 per cent. The interest would 
take only $3,000. We might put out a 7 per 
cent preferred stock issue of $100,000, which 
would take $7,000 for dividends. This leaves 
$20,000 in earnings for the common stock, enough 
to pay 8 per cent dividends on an issue of $250,- 
OOO. 

The earning power, in this case, has determined 
the amount of capitalization — $400,000, the to- 
tal of the three security issues. A corporation 
able to borrow at 5 per cent on its bonds and is- 
sue 6 per cent preferred stock could have a still 
larger capitalization. 

Capitalizing a going business on the basis of 
an earnings record, and capitalizing a new busi- 
ness on anticipated earnings are two different 
propositions. In one case tangible results are at 
hand to form a sound basis of estimates for the 
future; in the latter case hope is capitalized. 
Hope may be estimated honestly and with fair 
scientific approximation, or it may represent the 
amount of stock which the promoters think the 
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public will buy. Conservative businesses will not 
brag much about anticipated earnings. 

Now that the basis of capitalization has been 
determined and the total amount of securities to 
be sold has been settled upon, the next problem 
is the financial structure of the company. There 
will be many people of diverse moulds to whom 
the appeal for money must be made. Some will 
want safety first and foremost; some will take a 
chance; and there will be others who will come 
in between these two classes. Building the cor- 
poration’s financial structure is simply apportion- 
ing risk, income and control. 

If we should sketch the financial structure of 
a half dozen corporations, taken at random, we 
would probably find a great diversity in their 
appearance. It will be enough here to look at 
three plans, representing the mean and two ex- 
tremes. 

There is the corporation that is built like a 
pyramid. There is the one which looks like a 
pyramid standing on its head — an inverted pyra- 
mid — and there is the one which looks like an 
ordinary office building. If we know the strength 
and weakness of the extremes we shall have 
enough knowledge of corporation architecture to 


[54] 


FINANCIAL MANAGEMENT 


recognize well-built or badly designed structures 
when we see them. 

The security that is nearest to a corporation’s 
property is the bonds which are secured by a 
mortgage upon it. After this issue may come a 
variety of bonds, some secured in part by a junior 
mortgage lien, some by stocks and bonds of other 
companies deposited as collateral just as one de- 
posits his Liberty bonds as collateral for a loan 
at the bank. Then there may be debentures or 
notes which are simply promissory notes issued by 
a corporation and, finally, preferred and common 
stocks. These are ranked in accordance with the 
obligation of the company to pay income to their 
holders. 

If the corporation does not pay interest on its 
bonds, the bondholders can have the mortgage 
foreclosed; if it fails to pay the interest on its 
notes, it is liable to suit, and in either case it is 
likely to land in receivership. It is under no 
obligation to pay dividends on either class of 
stock, altho if preferred dividends are cumulative, 
they will pile up and remain an obligation to be 
discharged some time in the future. But neither 
preferred nor common dividend payment can be 
enforced unless there is strong enough evidence to 
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convince a court that directors are acting in bad 
faith in withholding dividends. 


Two Forms oF CAPITALIZATION 


Two companies are capitalized as follows: 


A B 
Mortgage bonds ..... $ 100,000 $3,000,000 
Other bonds ==. ... 300,000 ~=1,000,000 
Debentires4 2 ys 3). 600,000 700,000 
Preferred stock wea: os 1,000,000 700,000 
Common stocks -.7. <a: 4,000,000 600,000 


The structure of Company A is a pyramid; 
Company B is a pyramid upside down. Only 
one-sixth of Company A/’s capitalization consists 
of securities on which the income must be paid. 
Over two-thirds of Company B’s capitalization 
must receive its interest year in and year out or 
the company will be in trouble. Like the stone 
pyramid, Company A is built to withstand severe 
storms and to endure. But Company B is stand- 
ing on its apex — its base is up in the air. If the 
Egyptian pyramids had been built in this inverted 
fashion, they would not have withstood many 
hard winds. We should find them today blown 
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over upon one of their sides and this is what 
happens to the inverted pyramid type of corpora- 
tion in a financial storm; reorganization sets it 
upon its base. 

However strong a pyramid may be, it has ob- 
vious defects as an office building. The sloping 
sides cut off valuable space, and a business cor- 
poration does not look to strength alone, but to 
utility. No architect would have suggested build- 
ing the Woolworth Building in the shape of a 
pyramid. Company A is soundly enough built 
and many business enterprises can get along profit- 
ably using a structure of this type. But for max- 
imum utility there is waste borrowing space. 
Only one-sixth of its funds come from outside 
the business. It can borrow, say, at an average 
of 6 per cent. If it had $2,000,000 more of bonds 
and debentures, $1,000,000 less of common stock, 
and no preferred stock, it would be getting its 
capital more cheaply. If the preferred stock is 
a 7 per cent issue and the common stock pays 8 
per cent, the interest and dividend payments 
would amount to $60,000 on the bonds and deben- 
tures, $70,000 on the preferred stock, and $320,- 
000 on the common stock. Now, if bonds and 
debentures are raised to $3,000,000 and the pre- 
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ferred stock eliminated, interest charges would 
reach $180,000 and $270,000 would remain for 
the $3,000,000 of common, or 9 per cent in- 
stead of 8. Here borrowed and owned funds are 
equal; the financial structure is like an office 
building. 

Of course, a corporation cannot always increase 
its bonded indebtedness without having to pay a 
higher interest rate. The simple illustration is 
merely to point out the mean between the pyra- 
mid types of structure. The mean is not far 
from being a good standard for corporations which 
ordinarily raise a good part of their fixed capital 
by borrowing. Two of the country’s strongest 
railroads show substantially this structure. The 
Atchison, Topeka & Santa Fe’s total funded debt 
is $380,000,000, and its two classes of capital 
stock total $322,000,000. Union Pacific’s funded 
debt is $283,000,000, and its stock capitalization 
is $349,000,000. 

Even this rather conservative plan of capitaliza- 
tion might be a risky one for an industrial com- 
pany or a mercantile business which has a wide 
variation in earnings between its fat and lean 
years. When a company knows that any business 
crisis will mean a decided reduction in its income, 
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it dare not assume ihe comparatively large fixed 
charges which would result from having one- 
half of its capitalization in the form of bonds and 
notes. It must work toward the pyramid plan 
of capitalization. 


First PrincipLes OF FINANCIAL 
MANAGEMENT 


Financial management of a business is concerned 
with maintaining the capital so that its credit will 
be good with outsiders, and maintaining a regular 
rate of income on its stock so that it will be in 
good standing with its owners. Apparently this 
is a simple enough proposition, yet we could prob- 
ably find scores of instances where it has been 
violated in some way. 

We could start with the corporations that 
undertake to pay ruinously high commissions to 
sell their stock. A buyer of stocks pays $100 for 
a security. The salesman gets $25 and the com- 
pany gets $75. Yet, altho it gets only $75, it 
assumes the burden of paying dividends on the 
$100 security when, if, and as the dividends are 
earned. Such a financial arrangement is like 
starting a horse in a race with a 200-pound jockey. 
The animal may have enough speed potentially 
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to make him another Man o’ War, but he is going 
to have difficulty developing it while he is carry- 
ing the heavy-weight jockey. 

Another principle of financial management is 
the maintenance of adequate reserves and the 
building up of a surplus. These accounts are to 
a business what a savings bank account is to a 
wage-earner —a rainy day fund. In the case of 
reserves their existence is necessary to preserve 
the company’s capital unimpaired. A manufactur- 
ing plant or a store building depreciates physically 
from year to year. Machinery and other equip- 
ment does likewise. Unless allowance is made 
for the wear and tear on property and machinery, 
a business is living off its own fat. 

We know that a man who gets a $10,000 salary 
and spends every cent of it year after year, will 
be no better off if he loses his job than if he had 
been getting only a $2,000 salary and spending 
all of that. He will be worse off than a man 
with a $2,000 salary who has put away $200 of 
it every year. A business exists to provide its 
owners, whether partners or stockholders, with a 
good income. If too much of the income is paid 
out in the form of dividends, a business is behaving 
like the improvident man with the $10,000 in- 
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come. The best managed corporations maintain 
a regular dividend rate. To do this they add 
each year, if possible, something to surplus. A 
company that pays $20 dividends in boom years 
and has to cut its dividends entirely during a de- 
pression is not serving its owners well; the income 
stops at the very time when it is likely to be 
needed most. 

Financial mismanagement can do much to 
wreck a business, but by itself good financial man- 
agement can contribute little to make the business 
profitable unless it is given something to work 
with. Income is what the financial manager must 
have before his talents or lack of them can come 
into play; and income arises from the-commercial 
operations which we are going to consider next. 
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CHAPTER V 
INDUSTRIAL MANAGEMENT 


HERE is an old story about an Irishman 

who was trying to ride a bucking broncho. 

The cayuse kicked and plunged until he managed 

to stick one of his hoofs into a stirrup, which was 

enough to send the Irishman to the ground with 

the remark, “ Begorra, if you’re goin’ to get on, 
I’m goin’ to get off.” 

We have no exact knowledge of this Irishman’s 
business or why he was on the horse. But from 
his remark in getting off, there is some circum- 
stantial evidence that he may have been an in- 
dustrial executive and that his dismounting was 
due to a realization of the impossibilities of suc- 
cess when so many rules of management were be- 
ing disregarded. 


THREE PRINCIPLES OF INDUSTRIAL 
MANAGEMENT 


Management needs first of all a centralized, 
controlling head — both man and horse could not 
do the directing. Then there is needed a division 
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of labor, both mental and manual, so that special- 
ized skill may be fully utilized. The horse is 
fitted for carrying, the man for riding; and they 
could make progress only by sticking to their own 
specialties. Then, even if the horse had kept his 
foot out of the stirrup, he was violating a third 
principle of management by his actions, for with- 
out codrdination, neither horse and rider nor base- 
ball team nor army nor business can make head- 
way. 

Possibly both were violating this third principle. 
Coérdination is needed from the bottom up, thru 
esprit de corps, of which the horse was exhibiting 
none. It is also needed from the top down thru 
proper management practice. It may have been 
that the Irishman was at fault for having poor 
harness or poor riding equipment. Good manage- 
ment will demand the use of the best mechanical 
devices so that the power and skill of all may be 
used to the greatest advantage. These are all 
problems of organization. 


ORGANIZING FOR RESULTS 


If only two people get together to accomplish 
a common object, some sort of organization is 
necessary. One must be boss. As the size of the 


[63] 


ORGANIZED BUSINESS KNOWLEDGE 


organization grows, the boss will have too many 
things to do. He will look around and try to 
place part of his duties in the hands of some one 
else. There are several ways in which he can do 
this. He can create an understudy with a slice of 
each and every one of his own duties and inde- 
pendent of others on the same line of authority, 
just as a major is a colonel on a smaller scale and 
a captain is a major on a smaller scale. This 
“military ” type provides excellent disciplinary 
control, but the advantages of specialization are 
not utilized. Evidently each subordinate needs 
to be a jack-of-all-trades. If mental and man- 
ual labor are separated at all, it is due more to 
the natural inclination of those in authority to 
reserve the higher work, than to any deliberate 
arrangement. Unless work is of such a simple 
nature that specialists are not needed or unless 
each individual is extremely well balanced in all 
the functions he performs, such methods cannot 
be used successfully in large organizations. 

At the other extreme is the delegation of defi- 
nite functions. Thus, in an industrial plant, in- 
stead of having a general foreman whose duties 
are a combination of hiring and firing, purchasing 
and storing, planning and routing, checking and 
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repairing, these duties would be split up and 
parcelled out to specialists, one to take care of the 
hiring, another the purchasing and storing, an- 
other routing and so on. Here mental and manual 
processes are logically separated and each indi- 
vidual worker receives highly specialized advice. 
But the trouble is he receives it from so many 
different sources that he may hardly know who 
is boss. There will be a half-dozen cooks each 
with a different job to do about the broth. It 
may be spoiled or spilled. Disciplinary control 
is weakened. 

That is why it was natural for a compromise 
to be evolved between these two extremes, each 
with its good and bad points. We may call it 
“line and staff ” organization. Work is divided 
as to the most difficult functions, but each fore- 
man has control over all matters affecting the 
work of his own department. Specialists are re- 
tained as “staff assistants,” who advise each 
other and the executives higher up. 


CoGRDINATION 


We know how necessary codrdination of brain, 
eye, and muscle is for the athlete. The Willie 
Hoppes, Tildens, Hagens, and Babe Ruths are 
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highly developed human machines. A business 
organization is simply a big machine with human 
beings as parts. 

As work is split up and becomes specialized, it 
is increasingly necessary to keep codrdination in 
the business organization. During the natural 
growth of a business, duties originally delegated 
to definite individuals tend to shift around among 
various members of the organization. This leads 
to duplication of functions. Sometimes one head 
will be supervising unrelated functions. There 
will be loose codrdination. The machinery of 
organization squeaks. These faults will be graph- 
ically brought out by drawing up an organization 
chart, listing under each individual’s place the 
exact duties he performs. Careful study of each 
job then gives a basis for readjustment and 
standardization. 

The more complicated the organization, the 
more important it is to make sure of a natural 
flow of work by planning in advance not only 
what work should be done and how, but routing 
it as to place and scheduling it as to time. To 
accomplish even the simplest task, innumerable 
methods are possible and if left to his own de- 
vices, the average man will not necessarily choose 
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Superintendent 


FUNCTIONAL 


Foreman of 
Hirmg and 
Firing 
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Sa One Group of Workers 


LINE AND STAFF 


Planning 
Hiring 
Firing 


Production 
Foreman 
Group of Workers 


Planni 


Purchasing Z 
and Routing 


and Storing 


P'ch’s'ng Store 
Inspection 
Maintenance 


Production 
Foreman 
Group of Workers 


NO SPECIALISTS 


Superintendent and each foreman with 
the same identica! functions of employment 
(hiring and firing); Purchasing, Storing, 
Planning, Routing, Inspection, Maintenance, 
all taking time from directing production. 
Workers under direct sontre} of one “bose.” 


ALL SPECIALISTS 


Functions common to each foreman above 
eplit up. Foremen give directions to workers, 
each on hie specialty. None directly con 
cerned with production. 

Workers with much special advice, often 
conflicting. No special boss to report to. 


SPECIALISTS AS “STAFF” 


Functions grouped. Give advice to each 
other as well as to superintendent and fore 
men. 

Foremen aided by special advice in direct 
control of workers. Free to devote time to 
direct. production. Thru division of labor 
they can control large group, 

Workers under direct contro! of one 
“boss” directly interested in production. 


Three Ways of Organizing to Do the Same Work 
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the best. The selection of a proper sequence of 
operations, the equipment to be used, and the 
codrdination of effort so that time limitations may 
be met, demand the most careful study and the 
constructive use of recorded experience. 


STANDARDIZING PRODUCTION 


Job analysis is the first step in this direction. 
This is simply a study of all factors about a job and 
the conditions surrounding it, so that “ the one best 
way ” may be definitely standardized and used. 
In preparing such an analysis each operation is 
carefully studied and analyzed as it is carried 
out under existing conditions.. Standards both of 
methods and operation are set and the proper 
amount of work to be turned out under standard 
conditions is determined. Each job needs to be 
studied and recorded by unit operation, so that 
those requiring special qualifications will not be 
confused with the ordinary run. 

Just as standardization of work may be devised 
to make effort most productive, so the principle 
when applied to design can secure interchange- 
ability, and by decreasing the number of products, 
increase the production of each. Fixing standards 
is somewhat arbitrary. A shoe is not designed to 
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fit one particular foot, but rather to fit a number 
of feet approximately. In addition to standards 
of size, standards of excellence are necessary to 
permit wide distribution. If only the highest 
grade of phonographs were manufactured many 
of us might still be using music boxes. 

With accurate records, standards of quantity 
may be introduced. These allow for a proper 
amount of waste in manufacturing and are kept 
up by the use of written orders accounting for 
withdrawals from stores. Additional requisitions 
for further material to accomplish a definite pur- 
pose are indications that something is wrong and 
permit definite investigation at the exact point of 
trouble. 


Usr or “ PERFORMANCE ‘TESTs ” 


There is always a tendency once standardiza- 
tion is started to fix it by theoretical ideals. Ab- 
solute accuracy is virtually unattainable, so stand- 
ards need a “tolerance” from this theoretical 
limit just as a small allowance is made at the 
mint for variations in the weight of coins. In- 
spection to see that work falls within these al- 
lowances is essential. We should know about the 
quantity and quality, accuracy in form of parts, 
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appearance, color, finish, and the fitness of the 
product for the purpose for which it was intended. 

Even with tolerant standards and efficient work, 
there will be physical and material waste. In- 
spection locates the source and allows proper cor- 
rective measures to be taken. Junk men realize 
the importance and real value of material waste. 
Business men ought to be as vigilant as the junk 
men. Great economies may sometimes be effected 
by classifying scrap, altho this is a last resort 
method. It is often possible to use defective 
material as seconds for reworking or use in re- 
pairs. 

As the requirements of modern industry have 
become narrow and specialized, the problems of 
putting men into positions and securing perma- 
nency of the working force have increased in im- 
portance. Placement in a position where a man 
can make the best use of his training and natural 
ability is essential for contentment. The man 
should neither rattle in his job nor possess quali- 
fications which make it distasteful to him. It is 
just as bad to fill a position with a man whose 
intelligence is far superior to the work he per- 
forms, as it is to have an incompetent man doing 
the work. Dissatisfaction is sure to result. In one 
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case the man gets dissatisfied — in the other, the 
employer. 

As a definite means of checking the ability of 
an applicant, a number of tests, both mental and 
manual, have been evolved. Among these, “ per- 
formance tests”? may be mentioned. These are 
a small cross section of the day’s work. The 
operations selected are of such an exact nature 
that the time and quality may be accurately stand- 
ardized and graded by one who need not nec- 
essarily be familiar with the regular work. Other 
tests take the form of definite questions which 
may be answered either “ yes” or “no.” Their 
range is such that none could be answered by a 
novice or be unanswerable by a skilled worker. 
Thus, if seventeen questions were asked, correct 
answers to fourteen would indicate expertness; 
twelve, skill; six, fair knowledge; and less than 
this number unsuitability. 

Once the worker is selected, it is necessary so 
to train him that he may work intelligently in 
his new employment and gain a foundation on 
which he can build with success. This is so 
whether the organization is large or small. In 
addition to training in the principles and details 
of the particular job he will fill, some idea should 
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be given of the relation of his job to the organiza- 
tion and its general policies. 

One of the prime essentials in creating a satis- 
fied organization is to provide proper pay. Once 
the requirements for the different positions in an 
organization are known, they may be “ zoned ” 
and definite payments set for each. 


Bases oF WacrE PayMENT 


As far as the average worker in the shop is 
concerned, low wages do not necessarily mean 
low costs. Low wages may mean high costs when 
the output of large and costly machines varies 
greatly according to the skill of the operator. In 
making the wage fit the job and afford a stimu- 
lant to the wage-earner two basic plans are pos- 
sible, altho there are countless combinations in the 
use of these plans. One basic method is day 
work; the other, piece work. 

A really more descriptive name for day work 
would be “time work.” As the time for which 
pay is given becomes smaller, greater supervision 
is required. An engineer hired by the month does 
not require the same close, careful attention as 
workmen hired by the half-hour. The system 
works best when the employees are of a high 
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type of intelligence —able to “carry on” of 
their own initiative. There is a close analogy 
to our school days. In the grades very close super- 
vision is necessary, for twelve-year-olds do not 
like to study. The high school student may be re- 
lied upon to work with less supervision and by 
the time he reaches college he is the sole director 
of his own study hours. 

Setting a price for each unit of work performed 
and paying according to the amount of work done 
is the best basis of the various combinations of the 
piecework plan. The merit of this form of pay- 
ment is the securing for the ambitious worker of 
an opportunity to earn wages in keeping with his 
superior qualifications. The work must be such 
that the rate can be set with intelligence. So pro- 
duction must be standardized, the output of each 
operator easily measurable, and inspection to keep 
up quality provided. There are always delays 
due mainly to the faults of management which 
prevent the worker spending his time produc- 
tively. To guard against this there is an increas- 
ing use of plans guaranteeing a minimum daily 
wage and providing an incentive in the form of a 
piece rate of some sort to increase production over 
and above a set standard. 
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Tue Human Facror 1n ManaGEMENT 


In many cases where the infrequency of opera- 
tion would not warrant the careful preliminary 
study necessary for installing a fair piece rate or 
where measuring individual output is difficult, a 
minimum wage with a bonus payment for ac- 
complishment above a set standard is feasible. 
This bonus may be based on some such desirable 
qualification as quality, lessened breakage or de- 
partmental efficiency. 

Probably the hardest working group of men to 
be found are those who are in business for them- 
selves. It makes no difference whether they are 
proprietors of one-wagon milk routes or presi- 
dents of large enterprises. The movement to- 
ward profit-sharing has had many motives to in- 
fluence it. But always of prime importance has 
been the realization that if every employee would 
work as hard as the owner of a one-man business, 
the industrial millennium would be close at hand. 
What more natural, then, than to make employees 
part owners by sharing profits with them? 

With the problems to which profit sharing 
gives rise, there is no space to deal. In summary, 
the chief one is this —that while sharing profits 
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the employee does not share control and that his 
share being paid at intervals sometimes a year 
apart, is often looked upon as a bonus or gift. 
In other words he does not think of himself as an 
owner. 

Working out the profit-sharing plan so that 
the payments will be closely enough connected 
with the performance to help the employee feel 
an increased responsibility for his share in the 
common enterprise is a problem that will en- 
gage much of the best thought of business leaders 
for some time to come. 

The biggest and finest thing in business is the 
building of men. Recently a questionnaire was 
put out regarding the qualifications deemed es- 
sential for success as an industrial executive. Re- 
plies indicated that personal qualifications such as 
character, judgment, and ability to understand and 
handle men were rated at three times the value 
of purely technical ability. This rating does not 
minimize the importance of specialized technical 
knowledge; a man must have that or his personal 
qualifications will be of no use. But it does em- 
phasize the importance of the human factor in 
management. 

Whatever his ability or station in life, every- 
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body desires an open road for his talents. He may 
be given this by responsibility and opportunity 
to make decisions. An executive should be told 
what should be done and why, but not how. The 
joy of accomplishment and doing work well can 
be counted on to bring results. Once authority 
and responsibility are delegated, these bounds must 
not be overstepped by interference. Due allow- 
ance must be made for both habit and impulse, 
strong factors which because of their very evi- 
dence are often overlooked. 

Just as the individual possesses certain char- 
acteristics, so does the group. Within a group 
each individual loses some of his own personality 
and absorbs that of his fellows. 


CoNFIDENCE BreEEps ABILITY 


There exists in any group, either morale — 
won mainly thru confidence of its members in 
themselves and each other — or the opposite feel- 
ing, “let each one look out for himself.” In 
many cases, much of the latent force of enthusi- 
asm and devotion, always on top, is lost thru 
lack of chance for initiative. When activities are 
too closely confined there is a tendency to live 
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up to the letter of the law and inertia is sub- 
stituted for the finer quality. 

It is difficult, at best, to analyze the special 
qualifications which go to make up a good leader 
in applying these factors. He may be a man 
whom we like solely because of his personality, or 
one whom we respect because of his knowledge 
and ability, or best of all, one whom we both like 
and respect. Ability to lead and handle men de- 
pends both on technical knowledge and ability to 
command respect. To some extent, the second 
factor is dependent on the first. Knowledge gives 
confidence, the ability to plan, and the ability to 
make quick and accurate decisions. The confident 
knowledge that personal ability will bring results, 
gives that will to lead which is so essential for 
success. 
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CHAPTER VI 


MARKETING — REACHING THE 
CONSUMER 


HE best advice that has been offered to 

golf duffers on the art of putting, is prob- 

ably the succinct statement of a well-known pro- 

fessional, “ There’s the hole. Here’s the ball. 

Hit it.”” Sound counsel, this, because of its very 

obviousness. It digs down to fundamentals and 
fundamentals can stand emphasis. 

We can use the same fundamental rule for 
marketing goods—“There’s the consumer. 
Here’s the product. Reach him.” That is the 
whole problem, all in eight words. 

But no golf professional would draw a good 
salary if he stopped with this single admonition. 
We must know what kind of a ball to use; what 
clubs to carry; where to use them to the best ad- 
vantage; and many, many other fundamentals, 
as every golfer knows. Our marketing problem is 
no simpler, even if it, too, can be summed up in 
eight words. 
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Tue First Strep — ANALYZING 
THE PropuctT 


Market analysis starts with the product itself. 
It is not preaching ethics to say that our product 
must be right; it is merely stating a sound busi- 
ness axiom. No plan of sales and advertising, 
however cleverly devised or however well ex- 
ecuted, can succeed for long in getting the public 
to buy an inferior article or one that does not 
accomplish the purpose it is represented as being 
able to accomplish. Yet every year hundreds of 
companies will spring up, do business for a while 
and die out because their product is inferior in 
make or utility, because it has not been developed 
thoroly before being placed on the market, or 
because a mistake has been made in gauging the 
demand for it. The product ought to be put 
thru a rigid inquisition, and if it cannot give a 
good account of itself, the time is not yet ripe for 
placing it on the market. 


REACHING THE MARKET 


The two major methods of appealing to a 
market are personal salesmanship and advertising. 
But of far greater importance than the expres- 
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sion of the selling idea is the selling idea itself 
— in other words, the plan behind the selling. 
Back of the talk of the salesman and behind the 
message in the advertising is a world of study, 
planning, and thought, without which an attempt 
to sell in any manner will not be successful. 

A manufacturer’s first task after assuring him- 
self of the value of his product is to evolve a sell- 
ing policy. To do this he may have a hundred 
difficult questions to answer, and upon the solu- 
tion of them he bases his selection of advertising 
or personal salesmanship or both. The result of 
his findings will enable him to select the man- 
ner in which he will market his goods. 

Marketing policies and procedures do not come 
ready-made. Each one must be built to fit par- 
ticular conditions and the particular product. 
Marketing policy means the selecting of sales 
channels, the fixing of prices and terms, deciding 
upon the question of whether to use the mail or 
salesmen to influence buyers, choosing between 
sales in bulk or in containers. It also includes 
such problems as credit, price maintenance, ad- 
vertising, exclusive agencies, and guaranty. 
Marketing procedure includes organizing the ac- 
tivities of the sales force, the advertising, the 
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securing of dealer codperation, obtaining distribu- 
tion and coérdinating the production, selling, and 
advertising activities. 


ANALYsIs OF DEMAND AND COMPETITION 


Before a manufacturer can start to work on his 
marketing policy or procedure it is necessary that 
he make a study of both competition and demand. 
He should know how many manufacturers there 
are with whom he will compete and what methods 
they use. He should be acquainted with their ad- 
vertising and sales plans. He should know, too, 
whether they make any special offers to the trade, 
whether they are popular or unpopular, aggres- 
sive or lax, and how firmly they are entrenched 
in the field. Perhaps the very first step should 
be an analysis of the competing goods— an ex- 
amination of their quality, of their packages and 
prices and of the quantities in which they are sold. 

In studying the demand he needs to know 
whether or not it is affected by style. Is it seasonal 
or permanent? Is it natural or must it be forced? 
Is it developed or undeveloped? What is the 
location of the demand — national, territorial, 
local; country, town or city? What is the source 
of the demand — men, women, or children? What 
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is their average purchase; when do they buy; how 
often do they buy; what is their average income; 
and what is the probable total amount of the 
demand? 


Tue Four CHANNELS OF MARKETING 


Having determined these points he is now ready 
to make a study of how he can best reach the con- 
sumer and to lay down definite marketing policies 
and procedure. He has four great channels of 
marketing from which to choose. He may sell 
direct to consumer or the general public thru 
salesmen, by mail, or thru his own retail stores. 
Another plan which he may adopt is to sell 
direct to retailers, including department stores, 
chain stores and mail order houses, and he may 
reach these dealers either by salesmen or by mail. 

The third channel is to sell to jobbers or whole- 
salers. His goods may be distributed to any de- 
sired class of retailers by jobbers who operate 
locally, sectionally, or nationally, or they may be 
distributed thru selected jobbers having exclusive 
agencies in restricted territories. 

The last channel is to sell by special repre- 
sentatives, who in turn may sell to jobbers, re- 
tailers or consumers. Such special representa- 
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tives are manufacturers’ agents, commission men, 
and. brokers. 

It has been found that trade custom has prac- 
tically no influence on the method of distribution. 
One manufacturer of aluminum ware may sell 
only to jobbers; another may sell direct to re- 
tailers; a third may use the mails and a fourth 
may send canvassers from house to house. Only 
a close analysis of the situation and all the factors 
involved can determine which procedure is the 
most advantageous for any particular manufac- 
turer to adopt. Each of the methods has certain 
advantages and disadvantages. 

Manufacturers as a rule do not care to establish 
a chain of stores. Manufacturing and retailing 
are distinct activities. Most manufacturers feel 
that they can use their capital to greater advan- 
tage in extending their manufacturing facilities 
than by going in for retailing, and unless a man- 
ufacturer sells in his own stores exclusively the 
mere fact that he operates one or more stores of 
his own will have a bad effect on independent 
dealers to whom he must look as the chief outlet 
for his goods. There are relatively few manu- 
facturers’ chains and it is seldom that a new one 
is established. 
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Mait Orper CAMPAIGNS AND 
PERSONAL SELLING 


Any trade channel may usually be reached either 
by salesmen or by mail matter and advertising. 
But a market cannot be cultivated by the use 
of sales letters and advertising alone. At the out- 
set this method would probably produce few or- 
ders. There are, of course, commodities so widely 
known and widely advertised that the manufac- 
turers have been able to dispense with salesmen 
and rely on jobbers sending their orders by mail 
as a result of dealer and consumer demand. Food 
products that sell over and over again to the 
same consumers are the main commodities in this 
class. Mail order selling at wholesale is not un- 
usual. There are a few nationally known jobbing 
houses that do business by means of catalogs and 
mail orders. Some smaller wholesalers operate 
in the same way and there are some manufac- 
turers who sell direct by mail, but comparatively 
few. 

When the mail order method is used to appeal 
to retailers, the manufacturer or jobber must usu- 
ally offer a price inducement if he is to compete 
successfully against those manufacturers whose 
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representatives personally solicit the trade. Sell- 
ing by mail to dealers has its limitations, but when 
it is used as a supplementary selling method its 
possibilities are great. However, a manufacturer 
who is making a single product which is to sell 
at a low price cannot hope to build up a large 
volume of sales to consumers if he depends en- 
tirely on mail order methods. Neither can this 
method ordinarily be applied to the sale of articles 
requiring a rather large outlay of money or re- 
quiring a technical knowledge for installation or 
upkeep. The backbone of most marketing plans 
is the power of personal selling and a large part 
of this selling is directed not to the consumer but 
to jobbers or middlemen who come in between 
manufacturer and buyer. 


Tue SERVICE THE MippLEMAN RENDERS 


Most people know jobbers only by hearsay. 
They are the “middlemen” and what we hear 
about them is seldom favorable. They are popu- 
larly supposed to clutter up the channels of dis- 
tribution, making an unnecessary and costly link 
in the chain from maker to buyer. No glimpse 
at the field of marketing would be complete with- 
out making clear just what the middleman or 
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jobber does for manufacturer, retailer, and con- 
sumer. 

A jobber’s chief field of usefulness is in con- 
nection with retailers who stock a large variety of 
goods. He serves the retailer when the retailer’s 
yearly purchase of each kind of goods is small. 
Some examples are lines like groceries, dry goods, 
hardware and drugs. Not all of these goods are 
sold wholly thru jobbers, nor are these the only 
lines in which the jobber maintains an important 
position. But it is in these fields that his position 
is most clearly defined. 

The pay a jobber receives for his work is com- 
paratively small. While accurate statistics are not 
available to show the gross profit he makes on all 
lines of goods, it is estimated that it is not very 
much in excess of 15 per cent. Out of this he 
has expenses for conducting his business. He must 
earn a return on the capital he has invested and 
still have something left, if he is to continue to 
run the risk of his enterprise. Most jobbers 
consider themselves fortunate if they make a 
net profit of 3 per cent. 

Because of this extra 15 per cent we must not 
believe that the jobber’s compensation is in addi- 
tion to the price the consumer pays. The services 
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the jobbers render must be performed by some one. 
If there were no jobbers, manufacturers or re- 
tailers would have to perform the functions of 
jobbers and be paid just as the jobber is paid. 

The jobber provides almost a ready-made 
market for a manufacturer, and many manufac- 
turers, particularly the small ones, find it much 
more economical to use the jobber’s service than 
to attempt to reach their market without his help. 
He offers to the manufacturer a ready-made sales 
force. For example, there are approximately 
300,000 food retailers in the United States. 
Thousands of jobbers’ salesmen are calling on 
them at regular intervals. If a manufacturer of 
a breakfast food, let us say, attempted to sell di- 
rect to all these retail stores, I believe it would 
be safe to say that he would need 500 or more 
salesmen. On the other hand, if he marketed 
his product thru jobbers, he would probably need 
only fifty men to call on the jobbing trade. 
Furthermore, because of the small purchases that 
retailers would make, a manufacturer could not 
afford to call on the smaller dealers, for it is 
quite possible that the cost of making the call 
would be greater than the profit from the small 
amount of goods sold. 
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Retailers today are learning the advantages of 
keeping their stocks at a minimum to insure rapid 
-turnover. But they must have some assurance 
that they can purchase frequently and in small 
quantities. If this same manufacturer of food 
products just mentioned were selling direct, it 
would mean that in order to satisfy this desire on 
the part of the retailers, he would have to estab- 
lish warehouses or else maintain a stock in public 
warehouses at many points to insure quick de- 
livery. 

The jobber also relieves the manufacturer 
of the problem of credit. A manufacturer carry- 
ing the accounts of thousands of retailers must 
assume considerable expense for bookkeeping, col- 
lecting and other overhead charges which cannot 
be avoided when this plan is used. His credit 
risks and accounting expenses when he is dealing 
thru a jobber are reduced to a minimum. 

Now let us view the jobber’s functions from 
the standpoint of the retailer for a moment. 
Here we have a retailer with approximately 1,000 
different articles on his shelves, manufactured by 
almost as many different concerns. Suppose, for 
example, that all the food product jobbers went 
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out of existence tonight. Can you imagine what 
would happen? 

To say the least, the retailer would find it ex- 
ceedingly difficult to keep complete stocks. An- 
other real obstacle would be the constant re- 
ordering from many manufacturers to build up 
his stocks as they diminished. He would be called 
upon by hordes of salesmen from manufacturers, 
each striving to get him to stock large quantities 
of their products and this would probably result in 
his having a very unbalanced stock. But by far 
the greatest problem that he would have would 
be the curtailment of credit arrangements, for 
the jobber is often one of the retailer’s bankers. 
The jobber serves the consumer in that he permits 
the existence of the convenient neighborhood store. 
He provides an economical method of marketing 
for the manufacturer and this helps to keep down 
prices. He encourages the sale of quality goods 
at minimum prices. 


JopserR WELL ENTRENCHED 


While any change that may be noticeable in the 
status of the jobber may be attributed to the 
desire of manufacturers or retailers to retain for 
themselves the jobber’s profit, it is due more 
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largely to the many things that have happened in 
late years to alter marketing methods. There has 
been a desire on the part of ail factors in trade 
to shorten the chain of distribution. The tendency 
toward direct selling must be expected to in- 
crease, but the jobber’s place in industry is well 
entrenched and he will continue to serve manu- 
facturer, retailer, and consumer alike for many 
years to come. 

The other aids to marketing are not so well 
known, nor are they as much used. The chief 
reason for the existence of most of these special 
distributors, such as factors, sales agents, and 
brokers, is trade custom. Still another important 
reason for this method of distributing is found 
when the manufacturer’s capital is limited. Just as 
the jobber is frequently the retailer’s banker, so do 
these factors finance the manufacturer. 

They discharge a useful function when the 
output of a plant is small and the market is 
scattered and relatively thin. A manufacturer of 
a food specialty may not be able to finance sales 
even to wholesale grocers. A merchandise broker, 
who is handling several non-competing lines, may 
be found to take on the manufacturer’s product 
and sell it to wholesale grocers. He is carrying 
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other lines at a low cost and he can afford to add 
a comparatively non-profitable new line, which 
may develop into a big seller. 

Ordinarily the goods do not pass thru the 
hands of these special agents, altho some of them 
maintain warehouses, deliver the goods, send out 
bills and collect, assuming the functions of traders. 

Just which method of distribution is best for 
a manufacturer to adopt can be decided only after 
a study of the situation has been made. Good 
judgment based on the results of this study will 
dictate the particular manner in which a product 
can best be marketed in order to obtain maximum 
distribution at minimum cost. Then the problems 
of marketing procedure begin. 
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SALES PROVIDE THE SINEWS OF 
BUSINESS 


O one department, or activity of business 
N can justly claim paramount importance, nor 
maintain its healthful existence independent of the 
others. It is true, however, that in final analysis 
all the activities of a business rest upon the volume 
of sales. So the selling activities of his enterprise 
are of prime importance to the executive head. 

A consideration of the sales management prob- 
lems of a business should start with a considera- 
tion of the man who is directly in charge of sales. 
It goes without saying that he should be broadly 
trained in the fundamental principles of market- 
ing and merchandising; in the details of selecting, 
training, handling and directing salesmen; in the 
analysis of their work; in the staging of sales- 
contests and the handling of sales conferences and 
conventions. He should, moreover, be a man of 
sufficiently large caliber to command the respect of 
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the men working with him and big enough to get 
his salesmen working with him and not under 
him. 

Sales management is no place for a “snap the 
whip ” type of management. ; 
The man who can sell things need never be out 
of a job. Consequently a driving, arbitrary, 
bullying type of management will very quickly 
drive out of the organization all real high-powered 
salesmen and leave in it for the most part those 
lame ducks who are willing to work under any 
conditions so long as they hold their jobs — and 
that type of man is not a salesman. The right 
type of sales manager, coupled with fair house 
policies and fair play, will do much to attract to 

the organization the right kind of new timber. 
Remember, too, that the sales manager must 
have a sufficiently broad executive type of mind to 
handle two widely different kinds of organizations 
— his salesmen in the field and his inside staff. 
This is the reason why it is not always the star 
salesman, the producer of the largest volume of 
business in the field, who makes the best sales 
manager. Asa matter of fact, the occasions when 
star salesmen have made good sales managers are 
fairly rare in my experience. To roll up a large 
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volume of personal business and to hold the reins 
as an executive on an organization in the field and 
in the office calls for two widely different types of 
ability. 

The sales manager must be a man with a great 
capacity for liking men, both individually and in 
the mass. He should have the capacity for deep 
interest in the personal affairs of the members of 
his organization and a broad sympathy with and 
understanding of their problems, ideals and am- 
bitions. And he should realize that he is the 
buffer between the salesmen in the field and the 
entire home office. He is their protector and their 
friend at court. Only by showing a deep and 
sincere loyalty to them can he secure from them 
real loyalty to himself and to the house. 


SELECTING THE SALESMEN 


The selection of salesmen is one of the most 
vital and trying duties of a manager. To my 
mind, the size-up of the applicant must be based 
upon his appearance, his address, his education, his 
poise, his past experience and achievements in the 
selling field and elsewhere, and upon how he 
handles the sales problem of selling himself. In 
short, it must be based upon the judgment of the 
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sales manager, with such help from other execu- 
tives as he may call for —truly, a rule of thumb. 

Ordinarily, the moment we set eyes on a man 
we form opinions about him more or less involun- 
tarily. If we analyze these opinions we will find 
that they are based largely upon our past experi- 
ence with men who have similar physical charac- 
teristics. Hence there must be something to char- 
acter analysis, but for use in the selection of sales- 
men or any other members of a business personnel, 
it cannot be said that a truly scientific basis has 
been established. 

Furthermore, your opinion of a man may in- 
stantly change when he gets into action. The man 
who is not particularly prepossessing or impressive 
in repose, may, when he begins to talk and when 
the light of enthusiasm and earnestness shows in 
his eyes, prove himself to be both prepossessing 
and impressive. 

It would seem, therefore, that there should be a 
great deal of consideration of the mental and 
emotional, and not merely a consideration of 
physical characteristics. Mature judgment based 
on preconceived minimum standards and qualifica- 
tions, would seem still to be the best guide in the 
selection of new men. 
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Salesmen are no longer hired in the morning, 
engaged in conversation by two or three members 
of the organization, and given a pricebook, a 
sample case, and transportation to the territory on 
an afternoon train. Methods and intensity of 
training salesmen still vary widely, however. 

The executive head of the business will want 
assurance that new salesmen brought into the or- 
ganization are given an adequate training on the 
history and policies of the house, on the manu- 
facture of the product and possibly the raw ma- 
terial that goes into it, on the uses of the product, 
on how best to sell it and to answer objections 
and obstacles met in its sale, and on all things that 
may have a bearing on moving the product through 
to the hands of the final consumer. 

He will want to know that this training is 
properly planned and in the hands of a competent 
instructor. He will want to make sure that dur- 
ing the period of training the new man becomes 
as well acquainted as possible with the members 
of the inside organization, especially those who 
will handle his orders and give service to him and 
his customers when he gets into the field. 

Then, too, in most lines, the house training 
should be supplemented by training in actual sell- 
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ing work in the field. This training should be 
given by a salesman capable of securing a fair 
volume of business under all circumstances. He 
should be one who is careful to carry out the 
policies of the house in all particulars, and who 
secures his business approximately along the stand- 
ard lines laid down in the house training. 

During the training period a complete sales 
manual should be put into the hands of the men. 
In this manual should be concentrated the best ex- 
perience of the entire organization in the sale of 
the product, in answering objections and in meet- 
ing all possible situations that have arisen more or 
less frequently in past selling work. Before such 
a sales manual can be made, there must be estab~ 
lished for some little time machinery for an inter- 
change of ideas and selling methods between 
members of the organization and machinery for 
correlating and using these ideas and suggestions. 
Prior to their incorporation in a sales manual, they 
will probably have been disseminated to the older 
members of the organization through the house 
organ, through letters from the sales manager, 
and through salemen’s bulletins. 
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Are STANDARD SELLING TaLks NECESSARY? 


This brings us to the question of the standard 
selling talk. Is it necessary? Is it good practice 
to insist upon a new salesman’s learning one? You 
will find most sales managers apologizing for the 
necessity of insisting upon the learning of a set 
talk, although at the same time keenly realizing 
the necessity for it. The need varies with the 
kind of selling. In the sale of a specialty, I am 
of the opinion that the standard selling talk, 
learned verbatim, is the salvation of the new sales- 
man. This is so even though he seldom uses it, 
for it gives him a track to run upon, something 
to say, and a sequence for presenting the points 
of his proposition. As a matter of fact, the new 
salesman should be made to learn the standard 
talk verbatim, and then should be encouraged to 
lay it aside and to exercise his ingenuity in begin- 
ning immediately, in his field work, to build a 
presentation which more exactly fits his particular 
personality. 

In the case of staple products, sold again and 
again to the same dealers, the standard selling talk 
to suit all purposes is not possible. But a series 
of standard parts of a selling talk, a standard 
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method of meeting situations that arise frequently 
is possible. 

Some salesmen will] tell you that they never say 
the same thing twice in the same way. Peculiarly 
enough they always tell you that in exactly the 
same way. In short, it is natural for us to couch 
a frequently made statement in the same words 
each time we make it. 

Now, there must be one best way of saying a 
thing — not necessarily one best way for every 
man, but a standard way, embodying all the points 
to be made, that will serve the new man as a basis 
upon which to build his own talk in the handling 
of any particular situation. The points to be 
made, therefore, should be set down and a stand- 
ard method of making them, calculated to fit the 
widest variety of personalities, should be incor- 
porated in the sales manual. 

I once saw two salesmen stage a sales presen- 
tation which went like this: 


Salesman: “?Morning.” 
Prospect: “Morning.” 
Salesman: “Something? ” 
Prospect: “ Nothing.” 
Salesman: “?Morning.” 
Prospect: “Morning.” 
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Order-taking and not salesmanship! Your 
salesman should have something to say and some- 
thing to do in meeting any given situation such as 
this. How does he proceed when he learns that 
the dealer is handling a competing line or when 
the dealer is stocked up or when he cannot re- 
order because the last shipment is still on his 
shelves? Should he not be instructed in this last 
case, for example, to get the goods off the shelves, 
get them properly displayed on the counter or in 
the window, so that they will have a chance 
to move? Should he not be equipped to give 
the dealer real constructive help in selling the 
line? 

In many lines the prime factor in getting busi- 
ness will probably be the personality, caliber and 
helpfulness of the salesman. Should he not, 
therefore, be prepared to help his dealer-customer, 
in the latter’s merchandising problems, whether 
he has succeeded in getting his line in or not? 
Certainly many dealers need help, would deeply 
appreciate it, and would show their appreciation 
by giving their business to the man who helped 
them. Would not this be a method of building 
small and unstable centers of production into 
large and steady ones? 
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CompENsSATION Must Be ADEQUATE 


The compensation plan must be such as to pro- 
vide adequate pay for the type of salesman you 
want. A compensation plan that is adequate or 
more than adequate will tie the best men to your 
organization, will attract the best type of new 
men to it, and will keep the turn-over in your 
sales organization low. A plan of compensation 
that is inadequate will put you in the position 
of constantly training new salesmen for other 
houses to acquire as soon as they become fair and 
steady producers. 

It is unnecessary to go into the various plans 
of compensation, but let me make this one point. 
So arrange the basis that the salesman can figure 
his income at any time. If part of his compensa- 
tion is a percentage of net profits, don’t keep him 
in the dark as to what that net profit is until such 
time as the accounting department has had an 
opportunity to deduct all its charges for adminis- 
trative expense, overhead, and the like. The 
average salesman is prone to take the approximate 
cost of the goods, subtract it from the selling 
price, vaguely realize that there will be some de- 
duction for overhead and other charges, and then 
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proceed to calculate a great bulk of the difference 
as profit to the house upon which his compensa- 
tion is to be considered. He is surprised, pained, 
and many times not at all convinced of the house’s 
fairness when he receives the net profits from the 
accounting department or his sales manager. 

I listened to a sad story from a group of sales- 
men of a great company not long ago. They had 
been promised a bonus at the end of the year if 
they exceeded a certain production in their dis- 
tricts. In the middle of the year their district was 
combined with one adjoining, which was consider- 
ably behind its quota. At the end of the year 
the combined production of the consolidated dis- 
trict did not reach quota, and so no one got a 
bonus. It is incomprehensible that the company 
made the consolidation in order to avoid the pay- 
ing of the bonus, but it would be difficult to con- 
vince those salesmen of the fact. It would have 
been wise for the company to disregard the con- 
solidation in figuring the bonus at the end of the 
year. 


Fixinc Sates TERRITORIAL LINES 


There is in every business a point beyond which 
a further extension of a salesman’s territory can- 
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not add to his volume of sales and will only re- 
sult in the scattering of his effort and the neglect 
of possible prospects. There is a limit to the 
number of prospects any man can see in a day, a 
month, or a year. Then there is a point beyond 
which a further contraction of a man’s territory 
will restrict his possible volume of business and 
his consequent earnings and growth. The terri- 
torial lines of but few concerns tend to approach 
this minimum today. In most cases they are far 
away from it, with the result that the concern’s 
salesmen are scattering their efforts and only 
touching the high spots in their sales efforts. I 
have yet to learn of the salesman who would will- 
ingly concede that, however, as regards his terri- 
tory. 

For any line of business there are certain more 
or less definite territorial analyses that can be 
worked up and certain more or less definite cal- 
culations as to the maximum territory it is possible 
for a salesman to cover with justice to the house 
and the minimum territory which he can cover in 
justice to himself. Based upon these analyses, 
there are methods of blocking territories and as- 
signing definite quotas to each block. It seems to 
me that any system of assigning quotas should 
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take into consideration almost primarily the po- 
tential and demonstrated sales ability of the man 
who is handling the territory. 


MaIntTAInInc Morar 


A far-sighted concern, just approaching its 
problem of intensifying sales effort, would do well 
to block its territory in small areas, run records 
on volume of business yielded from each block 
and thus put its finger on neglected areas against 
the time when actual intensifying will be put into 
operation. 

The sales management which arbitrarily splits 
the territory of a salesman when he is doing a 
large volume of business puts a premium on “ ly- 
ing down on the job,” and does much to unsettle 
and destroy the morale of other good producers 
in the organization. Each man will begin to 
wonder if he is going to be next. 

The territory to be split is that of the sales- 
man who is not living up to his possibilities. Yet 
a great many progressive houses pursue the 
former policy. Is it not better to take a loss of 
possible volume of business in the interest of 
keeping the real producers satisfied until such 
time as a switch in territory or a change in person- 
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nel allows the split to be made without even seem- 
ing injustice to anyone? If it becomes imperative 
to get additional salesmen into a territory occupied 
by a good producer, pay him an override or com- 
mission of some sort on the business taken out of 
the territory. The increased selling cost thus in- 
curred will be returned many times by the morale 
maintained in the entire organization. 

Space would scarcely permit of my going into 
the various kinds of contest that may be staged 
in different selling organizations, and the executive 
head of the business is not vitally concerned in 
their details in any event. Suffice it to say that 
with other conditions right, sales contests undoubt- 
edly help. The executive head of the business 
will want to make sure, not only that the con- 
test stimulates business commensurate with its cost, 
but that every man is given a fair chance to win, 
and that steps are taken to prevent a sag in sales 
efforts after the close of the contest. The same 
might be said of sales conferences and conventions. 


KEEPING IN CONTACT WITH SALESMAN 


A question which every business must decide 
for itself is that of whether or not the sales or- 
ganization has reached a stage in its development 


[ 108 ] 


SALES PROVIDE THE SINEWS OF BUSINESS 


which calls for branch office management and 
local supervision. Has the organization become 
too unwieldy to be handled entirely from the 
home office? Has the time come when the sales 
manager must interpose between his desk and the 
men who actually meet his public and sell his 
product, the personalities of a number of district 
managers? Will the cost of the increased ma- 
chinery of supervision be repaid by increased re- 
turns from individual salesmen or by further in- 
tensified covering of the territory made possible 
by the change? If so, how shall branch office man- 
agers be compensated? Shall they be working 
managers, a large portion of whose income must 
come from their personal sales, or shall they be 
directing managers only? 

The answer to these questions will depend upon 
a large number of factors in each individual or- 
ganization. The executive head can profit from 
a study of practices in organizations of similar 
size to his and in similar lines of business. There 
is this viewpoint to be considered — the wisdom of 
entirely deserting the man on the street —the 
salesman who works out of the branch office. The 
salesman, after all, is the final representative and 
interpreter of company policies to the house’s only 


[ 109 ] 


ORGANIZED BUSINESS KNOWLEDGE 


source of income — its customers. In many large 
companies today there is no one in the home office 
who knows even the names of its representatives 
who work out of various branch offices. This is 
more regrettable when we realize that house 
policies and house ideals must be interpreted to 
these men entirely through the personality of a 
number of different district sales managers who 
are not themselves always in any too close contact 
with the house. To my mind, this is a condition 
to be guarded against in entering upon the branch 
management and local supervision phase of a sales 
organization’s development. 

In these days, when brushes, hosiery, kitchen 
utensils, and a host of other articles are being 
successfully marketed to the consumer by specialty 
salesmen; with some large houses handling what 
have heretofore been considered jobbing lines go- 
ing direct to retail dealers; with the constantly 
rising importance of chain stores, mail order 
houses, and retail codperative buying units, it be- 
hooves the executive head of every business to 
make a careful study of marketing and merchan- 
dising methods and channels. He needs to do 
this so that he can rake the marketing methods 
and channels of his own organization thoroughly 
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and determine whether or not the channel through 
which his product reaches the final consumer is 
necessarily the best one. 


Oxsyect oF Erricient MANAGEMENT 


With a carefully selected, properly trained, 
adequately paid and efficiently directed sales or- 
ganization working under fair conditions in terri- 
tories that allow sufficiently intensive working of 
the possibilities for the house and adequate oppor- 
tunity for the salesmen; with a good product sold 
on right marketing policies, backed by an adequate 
service through the most effective channels of 
trade, it still must be borne in mind that every 
letter written to them, every bit of necessary 
disciplining should stand this test —is it calcu- 
lated to make the salesman a more capable and 
‘more loyal salesman for the house and a better 
man? The object of efficient sales management 
is not so much to get the most out of men as to 
get the best; for the ambitious and worthwhile 
member of the selling organization measures his 
achievement in terms of his home and family, of 
college education for his children, of the car he 
drives, and of the savings and investments he 1s 
able to make — even as you and I. 
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Cuapter VIII 


WHAT AN EXECUTIVE SHOULD 
KNOW ABOUT ADVERTISING 


HENEVER a business executive com- 
ments on the size and importance of his 
organization he is quite likely to quote its annual 
advertising expenditure and mention a few of the 
most prominent publications which make up the 
schedule. He may bring out the fact that his ac- 
counting department entered a million items dur- 
ing the year or that his sales department delivered 
50,000 orders in twelve months. He might men- 
tion many interesting facts about the various de- 
partments of his company, but he doesn’t. 

Nine times out of ten he’ll say, “ We spend half- 
a-million a year in the biggest magazines in the 
country, using nothing but full pages in color.” 

It seems strange that the head of a business 
turns to advertising activities so quickly as a means 
of establishing the importance of his company. 
It is all the more strange when we consider that 
his boast of annual expenditure, of mediums used, 
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and the amount of space may sum up much of his 
knowledge of that essential phase of his business. 

It is a good thing for the executive to be in- 
terested in and proud of the advertising of his 
business, just as it is good for him to be interested 
in his credit department or his production depart- 
ment, but I wonder if his interest in advertising 
is based on as intelligent a conception of the subject 
as he has of the other divisions of the business. 

Too many men believe in advertising without 
knowing why, and approve an advertising appro- 
priation because it is a distinction to spend so much 
in that way. After approving the appropriation, 
nothing remains to be done except to “ put in 
some nice pictures of the factory, a little story 
about quality and sign my name to it.” 

I do not mean to exaggerate, but advertising 
men tell me that such things do happen. 

If they do, let us see where these men fail in 
their responsibilities. Let us consider, too, the 
essential things an executive should know about 
his advertising — and the other fellow’s too. 


Wuy ADVERTISE? 


The next time you hear an executive sum up 
the advertising activities of his organization, ask 
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him why he advertises. There are scores of in- 
teresting answers to that question. An advertising 
campaign may have just one purpose or it may 
be intended to accomplish a dozen things. One 
campaign may be devoted to the single mission 
of getting direct orders. Another may try to 
overcome prejudice, educate the general public, 
and create good will. 

In either case the campaigns are advertising, 
just as knives, forks, and spoons are silverware. 
But you might just as well attempt to eat a six- 
course dinner with your knife as to expect one 
type of advertising campaign to cover all the 
things that advertising can do. A lot depends on 
what you are trying to do with your advertising, 
or with your silverware. 

Advertising is no drug store for business ills 
where pills in the form of pages are compounded 
to regulate the interior workings of distressed 
concerns. Advertising cannot bring success to 
companies which would fail without it. Adver- 
tising is intended to keep healthy products well 
and to help them grow stronger, but not to cure 
them of their aches and pains. It is an exercise 
and not a medicine. 

A company may advertise because a competitor 
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does. That is quite all right and probably a good 
thing to do — for the competitor. Perhaps it is 
recognized that the competitor is charming away 
old customers with his advertising; so it is decided 
to combat the sinister influence with an advertis- 
ing appropriation twice as big. That is when 
Mr. President steps in with the pictures of the 
factory and a cut of his signature and so disposes 
of the ordinarily difficult problem of copy. Look 
out for that campaign. A year later Mr. President 
will be prepared to prove that advertising is an 
out-and-out waste of good money and he’ll be 
right as far as his own campaign is concerned. 


REASONS FOR ADVERTISING 


The decision to advertise is, perhaps, the sim- 
plest part of the business but it does not even clear 
the deck for action. Follow that with a careful 
study of what the advertising is intended to ac- 
complish. If it is to meet growing competition, 
plan a campaign which will bring out strong points 
which competitors lack. If the strong point is 
quality, build a campaign around the subject. 
Write copy about it. Use illustrations that show it. 
Run the advertising in publications that are read 
by people who seek it. There are hundreds of 
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things to be done and quality must have its place 
in every step. 

If price is the strong appeal, emphasize it. If 
it is luxury or pride of ownership, distinction, 
wearing quality, safety, style or beauty, don’t for- 
get it for a minute. If those are reasons why 
your product is better than your competitors’, then 
say so— don’t just advertise. 

Other reasons for advertising may be to get 
direct orders, to create interest and prepare the 
way for salesmen, to impress the name of the 
product or establish prestige, to educate the pub- 
lic, to keep customers sold or employees loyal, or 
to explain the necessity for raising prices or the 
advertiser’s inability to fill orders. There are 
many good and sufficient reasons for advertising 
but let me repeat: be sure you have a reason be- 
fore you start; keep it in mind when you are called 
upon to approve the steps of the campaign; and 
ask of each phase whether or not it lives up to the 
purpose for which it is intended. 

Now analyze the reply of our executive friend 
to the question, “ Why do you advertise? ” See 
if he knows the real purpose and possibilities of 
advertising and see if he can show you just how 
they are trying to accomplish their particular 
- purpose. 
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By-Propucts oF ADVERTISING 


Advertising that is carefully devoted to an es- 
sential objective works overtime at the business of 
providing indirect benefits for the advertiser. It 
renders a real economic service to both the ad- 
vertiser and the consumer. 

Advertising helps the consumer make intelli- 
gent purchases. It acquaints him with the relative 
merits of competing products, tells him where he 
can buy, how much he will have to spend and 
what to ask for. Knowing prices, he buys cheaply. 
Knowing qualities, he buys the best. 

Of course, advertising a product does not mean 
necessarily that the product is the best or the 
cheapest of its kind. It may, however, be both. 

Its quality is probably of the best because it is 
scarcely human to call attention to our faults. Be- 
fore inviting the always critical public to try his 
goods, the advertiser makes sure that his goods 
are right. Simply claiming high quality means 
nothing, but where there is quality, advertising 
goes a long way toward proving it with actual 
sales. The buyer lets advertising divide the good 
from the bad. That saves him time and money. 

Advertising increases sales and creates new 
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markets. Increases in sales permit large-scale 
production from single designs. Naturally that 
reduces overhead and cost per unit. The adver- 
tiser can then sell at a lower price. 

How many men would be wearing soft collars 
if they had never been advertised? How much 
would a soft collar cost if production were cut 
95 percent? Without advertising would we have 
good automobiles under $1,000? 

The consumer pays for the advertising, of 
course, but he pays it with a small part of what 
advertising has saved him. 


Tue ADVERTISING APPROPRIATION 


There are other results of advertising. It gives 
new comforts and luxuries — tooth paste and talk- 
ing machines. It creates new wants — fire ex- 
tinguishers and moving pictures. It serves the dis- 
tributor by cutting the time necessary to make a 
sale. It serves the manufacturer by creating a 
demand for his goods. 

These things are being done by advertising to- 
day. Properly planned and directed, advertising 
can do as much for countless other concerns which 
are neglecting the opportunities to use its great 
force intelligently. 
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Hardly ever does an advertising campaign fail 
because an insufficient appropriation has been rec- 
‘ommended by advertising managers. As a rule 
they are quite liberal. Doubtless they are right in 
the majority of cases. Certainly they are not to 
be blamed for presenting for approval appropria- 
tions which may be just a shade above rock- 
bottom requirements. Too often their careful 
calculations are set aside on the ground that it is 
always safe to cut down an appropriation just on 
the principle of the thing. 

Again I put the responsibility on the executive 
whose word on the advertising is final. His 
judgment on the amount of money to be spent 
may not be based on a sound method of determin- 
ing a proper appropriation; so he deals in round 
figures, knocks off the odd fifteen thousand and 
lets it go at that. 


Factors To CoNSIDER 


How should he analyze the matter? 

First, what does the appropriation include? 
Shall the amount decided upon include every- 
thing pertaining to advertising, or shall it cover 
only the cost of space? Will the expense in con- 
nection with those pictures of the factory be in- 
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cluded in the set appropriation or will art and 
mechanical costs be charged to another account? 
Shall the appropriation include the salaries of the 
employees in the advertising department? 

These questions should be decided before the 
amount of the appropriation is considered. Then 
comes the question of how much shall be spent. 

There is no set way to determine the best pos- 
sible size of the appropriation. Each advertiser 
has his individual factors to consider. Under any 
circumstance the thing to be accomplished by the 
advertising should be kept in mind at all times. 
If the advertiser has decided on a newspaper 
campaign with which he expects to build up sales 
in every town in the country, his problem resolves 
itself into the business of finding out what news- 
papers must be used to cover the market. The 
size of the appropriation then depends on the 
amount of space to be used in each paper. 

Consideration must be given to the relationship 
between the contemplated advertising cost and the 
amount of new business expected. What per- 
centage of the advertiser’s gross business is the 
appropriation? The experience of others is a 
valuable guide in this connection. 

In the case of a mail-order advertiser, the prob- 
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lem is less difficult. Each advertisement paying 
its own way, he is better able to determine how 
much to spend because he knows more definitely 
what results to expect. 

It remains for the advertiser to use whatever 
means are at his disposal for deciding on an ap- 
propriation large enough to permit advertising to 
do its best and small enough to avoid waste. 


ADVERTISING APPEALS 


Analyzing markets, studying potential sales, de- 
termining prospective markets, deciding to ad- 
vertise and figuring an appropriation are dry 
tasks. But there is ample compensation when it 
comes to the point of reading the proposed adver- 
tisements. As interesting as one’s own biography, 
the copy selected is the one phase of advertising 
where the opinion of each concerned is positive, 
definite, and final. 

An executive may say, “I don’t set myself up 
as knowing much about advertising but I do know 
that this piece of copy wouldn’t sell me gold 
dollars for eighty cents.” He is dead right, but 
he overlooks the rather fundamental fact that the 
copy isn’t intended to sell gold dollars and that it 
certainly wasn’t written with him in mind as the 
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prospect. The fact that it wouldn’t sell him is 
not important. The question is, will it sell the 
prospect? Let an advertiser seek advice on a new 
piece of copy from every man in his organization. 
If the return is 100 per cent in favor of the copy 
— if it is received with enthusiasm by every man, 
let the advertiser beware. That piece of copy will 
fail. The men who read the advertisement were 
not prospects. The copy was not written for 
them. They were not good judges. 

Be careful in rejecting copy which doesn’t quite 
hit the mark with you. Unless your objection is 
based on a matter of policy, go slow in condemn- 
ing it. It may have the very appeal to reach a 
particular group of prospects who are entirely un- 
like you. 


Wuat to Tatx Apout 


And that suggests the question of the various 
appeals in advertising copy. Run thru a magazine 
and see how advertisers appeal to man’s varied 
emotions and senses. Here is an advertisement 
appealing to your sense of fear. See the awful 
things which may beset you if you fail to use the 
product advertised — rubber heels or fire extin- 
guishers. Another appeals to your love of your 
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children, tells you about a product to make them 
or keep them healthy. There is no stronger ap- 
peal than this. 

Other advertisements appeal to guabites 
charitable instincts, sense of fair play, pride, love 
of luxury — each one forms the sense of many 
advertisements which are designed to sell us thru 
an appeal to our emotions. 

The carefully planned advertising campaign 
follows these appeals intensively. The advertiser 
should study his product and his market to dis- 
cover the possibilities for bringing them into use. 

A manufacturer of children’s shoes decides to 
advertise. His shoes are made of the finest grade 
leather in the world. He has been making and 
perfecting them for thirty years. He makes 
nothing but children’s shoes. His price is less 
than that charged for ordinary shoes. These are 
good points, promising a good product, but I 
doubt if they would boost sales very much. 

Let him advertise the fact that his shoes are 
one-quarter of an inch higher than other children’s 
shoes because experts have discovered that the ex- 
tra height is essential for supporting the ankles 
of children. That means more to a mother than 
all the claims of quality which could be set down 
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by the unimaginative pen of the unthinking copy 
writer. 

Find the human appeals in your product and 
talk about them. 


WueErE TO PRINT THE ADVERTISEMENTS 


The five essential points to be considered in a 
well-written news story are likewise to be found 
in a well-planned advertising campaign. Who? 
what? why? when? where? are questions to be 
answered by the careful advertiser. 

The “who? ” is readily disposed of. The 
“what? ” is the decision to advertise. The 
“why? ” is a big question, already discussed. The 
“when? ” is obviously important; straw hat sales 
are somewhat limited in January. The “ where? ” 
means mediums in which the advertisements will 
appear and it is one of the vital phases of the 
campaign. 

In considering what the executive should know 
about the question of mediums it is difficult to 
suggest an easy method for him to follow. 

Of necessity, solutions to the problem are based 
upon detailed studies of facts, figures, and theo- 
ries. Circulation, meaning possible readers, and 
rates, meaning costs, are controlling factors. In 
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circulation the essential factors are quantity and 
quality, and not always must we look for largest 
quantity or highest quality. 

The one thing to strive for is to reach the great- 
est number of good prospects at the smallest pos- 
sible cost. Personal opinion should have no part 
in the matter of choosing a medium. You do not 
read a certain newspaper; you think another is 
the best paper published. Don’t think of that 
when you pass on a recommended list of news- 
papers. Remember that you are not a prospect 
for the product. 

There are three general classes of advertising 
mediums. The first of these are direct mediums, 
consisting of letters, booklets, catalogues, samp- 
ling, house organs and novelties. _ 

Thru direct mediums, the possible customer is 
reached directly by the advertiser who has control 
of the circulation. 

The second class is periodicals, consisting of 
newspapers, magazines, farm papers, trade and 
class publications, foreign language papers, di- 
rectories and miscellaneous periodicals. By this 
medium the customer is reached indirectly, thru 
a publisher. 

Finally, signs, divided into dealers’ signs, 
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posters, painted bulletins, electrical signs, street- 
car cards, and theatre signs are the mediums thru 
which the customer is reached in his travels about 
town or the country. 

When the work of studying the relative merits 
of these three classes has been completed, it re- 
mains to select the most suitable individual maga- 
zines, newspapers, locations, and letter styles for 
the product to be advertised. 

That includes more investigation which by ne- 
cessity must be done by some one who is close to 
the subject. 


Fewer Tricks EMPLOYED THE BETTER 


The physical appearance of the advertisement 
after its completion is rather a question of per- 
sonal opinion. Like the man who knew nothing 
about chickens but who considered himself an ex- 
pert judge of omelets, it is scarcely necessary to 
be an advertising expert in order to judge whether 
or not an illustration or a block of type presents 
a pleasing and attractive appearance. 

Let the executive exercise here his quality of 
common sense, bearing in mind that an advertise- 
ment is nothing more than a polite communica- 
tion between strangers, designed to influence its 
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readers to the advertiser’s point of view. Ad- 
vertising is not magic, nor can it work miracles. 
It is a common sense method of telling a lot of 
people about your product, and the fewer tricks 
and the less cleverness employed, the better will 
be the response. 

Perhaps I should have stressed that point be- 
fore and brought its.simple truth to bear on every 
phase of the subject I have mentioned. Clever- 
ness and tricks may flatter the fancy of the man 
who pays the advertising bills, but prospective 
buyers are not interested in such things. Com- 
mon sense and good judgment must temper every 
application of every set advertising principle. 

And so I suggest that advertising be considered 
as a very human and sensible and straightforward 
department of business. From appropriations to 
proofs it needs and deserves the best thought of 
the business brains which guide its purposes and 
determine its ways and means. 
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CuapTer IX 
THE THREE R’S OF TRANSPORTATION 


HE problem of any one who ships goods 
is to obtain safe and prompt delivery at the 
lowest possible cost. This holds true whether it is 
a trunk that is being taken along for a vacation 
trip or a barrel of sugar that is being shipped to 
a customer. But the shipper of the sugar barrel 
has to please not only himself but his customer. 
In order to handle transportation successfully, 
the shipper must know the three R’s of transporta- 
tion — rates, routes, and records. His knowl- 
edge ought to be more exact than that of the 
French traveler who thought the Englishman’s 
three R’s were “ Rippin’,” “ Rotten,” and “ Right- 
O.” If he will firmly fix the principles of these 
three R’s in his mind, the vexations of transporta-. 
tion will be very much reduced. After all, the 
problem of the average shipper is the same as that 
which confronts both the carriers and distributors. 
Not so long ago most business houses considered 
their shipping department as a relatively unim- 
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portant branch of the business. They spent as 
little money on it as possible. The knowledge 
of shipping rules and regulations, routes, and 
tariffs which was required at that time was com- 
paratively simple and could be carried in the mind 
of one shipping clerk. Even the largest concerns 
paid very little attention to their inbound and out- 
bound freights. If there were any records of ship- 
ments kept at all they were usually inadequate. 
When goods were received, freight bills were paid 
without the manufacturer having much knowledge 
as to their correctness. If there were any losses, 
claims were collected only after long and tedious 
delays, if at all, principally because of the absence 
of records kept by the shipper. The large shipper 
fought the railroads into granting him preferred 
rates, while the smaller shipper endeavored to 
secure as good terms as he could get. 


KNOWLEDGE OF Rates SHOULD BE THORO 


The manufacturer now needs to have informa- 
tion not only about rail rates in his own section 
and from the station at which his factory is lo- 
cated, but also rates as they apply to ocean, river, 
lake, and canal carriers, and, in addition, those of 
express companies, parcel post, and transfer and 
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cartage companies. In selecting the rate offered 
by one transportation agency the manufacturer is 
naturally governed in his judgment by the cost, 
but as against that he considers the nature of the 
service, such as the quickness of rail carriage as 
compared with the slower but cheaper water serv- 
ice. 

This information together with other data must 
be close at hand. The shipping department should 
be equipped with a complete file of tariffs, tariff 
supplements, circulars, classifications and billing 
books, and some of the rates which are most 
consulted should be kept in a card index classi- 
fication. 


Hetp THE SHipprinc DEPARTMENT CAN GIVE 


Because of his knowledge of rates the head of 
the shipping department is often able to be of 
service to other departments in the organization. 
For example, he may assist the purchasing depart- 
ment to effect economies in buying raw materials 
and supplies in different sections of the country. 
He may help the advertising and sales depart- 
ments in determining the scope of the territory in 
which their activities are to be carried on. If the 
industry has branch warehouses or plants situated 
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in different sections of the country, the shipping 
department may help determine the plant. from 
which shipments can be made most economically. 
It can serve also in helping to determine the loca- 
tion of new plants. Variations in carload and less- 
than-carload rates may justify the use of ware- 
houses at various points as distributing centers or 
they may give an opportunity to economize by 
employing freight-forwarding companies, who 
specialize in combining less-than-carload shipments 
into carloads, thereby obtaining the benefit of 
lower rates. The shipper naturally shares in this 
benefit. 

No argument is required to show that the manu- 
facturer wants to obtain the lowest thru rate. 
This is not so difficult as it appears. In determin- 
ing class rates for freight which is to move in 
interstate commerce, the classes into which it falls 
are of equal importance with the rates themselves. 
When a new product is offered for shipment, a 
committee representing the railroad will give it 
a classification. If the manufacturer, after in- 
vestigation, feels that the classification is too high, 
and that the new article resembles one already 
classified, he may appear before this committee and 
argue for a lower rate. Furthermore, if he con- 
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siders that the high classification makes it impos- 
sible for him to compete in any given district with 
another article, he may prove this point to the 
satisfaction of the classification committee and have 
the rating of the article changed. If the goods 
are shipped in carload quantities, he may secure 
“an exception to the classification,” or virtually 
a lower classification for it. He may in fact se- 
cure from the railroads a special commodity rating 
on it. 


CoNSOLIDATED FREIGHT CLASSIFICATION 


All manufacturers are located in one of the 
three great railway classification territories — 
Official, Southern, or Western, therefore, the 
foundation of a shipper’s knowledge depends on 
information he may obtain from the volume 
known as the “ Consolidated Freight Classifica- 
tion.” 

It is quite necessary that a manufacturer give 
close attention to the “Consolidated Freight 
Classification,” for it contains more information 
on the classification of freight and rules and regu- 
lations governing the packing and shipping of 
goods than can be obtained from any other source. 
All articles in the classification are indexed, which 
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enables a shipper to find readily the class into 
which his freight falls in each territory. Some 
forty-two shipping rules governing packing con- 
tainers are also given in this volume. The rules 
deal with such important topics as packing for 
various classes of freight, articles not indexed 
which are classified by name, rates on combination 
articles, articles knocked down, shipped in parts, 
nested, partly finished and finished; overflow 
shipments, tonnage, heating, refrigeration, use of 
stoves in cars, the use of containers, regulations 
for the transportation of dangerous articles, and a 
mass of other material, in the language of the 
circus barker, “too numerous to mention.” In 
some states special classifications are used for intra- 
state traffic. In some cases where intra-state traffic 
has moved by an interstate route, it has necessi- 
tated the adoption of an interstate classification 
where such competition prevails. 


IMPORTANCE OF RoUTING FREIGHT 


Routing freight is important, and is not always 
given the attention it deserves. A railroad com- 
pany is bound to observe the routing given by a 
shipper, unless by so doing the railroad is obliged 
to “short haul” itself. The route must be a 
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reasonable one —that is to say, a route that is 
used in ordinary circumstances. 

If the shipper does not route his freight and 
leaves it to be attended to by the carrier, the carrier 
cannot send it over a route that is unreasonably 
long, but he may send the freight over any rea- 
sonable route. The carrier is presumed to route 
the freight in such a way that the shipper may be 
allowed the lowest quoted tariff in the classifica- 
tion in which he shipped. 

The law regards the relation between the ship- 
per and the carrier, so far as routing is concerned, 
as a contract. There are limitations, of course. 
There are points which the carrier may overlook, 
as stated, when it comes to the matter of short- 
hauling, but the law will not overlook the routing 
of freight by any unreasonably long and round- 
about way. 

But the manufacturer wants the most econom- 
ical route, time and safety considered. There is 
no denying the fact either, that if the manufac- 
turer will only study the numerous routes at his 
disposal, he can effect a number of economies. 
For example, the industrial traffic manager of a 
large company wanted to send some packages to 
points beyond Salt Lake City. He tied all of the 
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packages into one bundle and sent it by express 
to Salt Lake City. Within the large parcel he 
had parcel post stamps placed on each package — 
exactly the amount required to mail the packages 
from Salt Lake City to destination. At Salt Lake 
City the parcel was broken open and the packages 
taken to the postoffice. In this way a great deal 
of money was saved and shipment expedited. 


SHIPPER ENTITLED TO Lowest RATE 


The shipper is always entitled to a routing over 
the cheapest way, either by a single rate or by a 
combination. This principle is intended to give 
him the benefit of the lowest rate, even tho by 
mistake or negligence the shipment is carried 
over a route which calls for a higher rate. 

Not only is it incumbent upon a carrier to fol- 
low routing instructions, but it must follow them 
exactly as they are given on the bill of lading. 
If they are not clear it must ask the shipper for 
more definite ones rather than attempt to inter- 
pret them itself. 

A railroad’s idea of routing goods, time and 
cost considered, will probably be different from 
that of the manufacturer. Take a manufacturer 
shipping from a point in central New York State 
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to Dallas, Texas. If he turned his shipment over 
to the railroad company without any shipping in- 
structions it would undoubedly be routed by all- 
rail. Regardless of whether it was a carload or 
less-than-carload lot, the cost would be higher than 
if a combination of rail and water were used. 
For example, if the manufacturer were routing his 
own goods, he might ship them down the Hudson 
River by boat to New York City where the trans- 
fer or express companies would transfer them to a 
steamer going to Galveston. From Galveston 
they could be shipped by rail to Dallas. This 
latter routing would be cheaper than the all-rail 
shipment. If he were in a hurry, the goods could 
be shipped from point of origin by all-rail, ex- 
press or motor truck to New York, and then by 
steamer to Galveston. 


Tue SERVICE OF “THE FORWARDER 


Another economy at the disposal of the small 
manufacturer is the service of the forwarder. 
Suppose this same manufacturer in central New 
York were making a shipment to central Minne- 
sota; that it is a less-than-carload shipment; that 
it must move rapidly; and that the manufacturer 
does not want to go to the expense of express. In 
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this case the shipment can be turned over to a 
reliable forwarder in New York who has cars 
moving to Duluth every day. At Duluth the 
shipment will be broken up and put on a local — 
train for point of destination, or forwarded by 
express, parcel post, or motor truck. The for- 
warder usually shares with the manufacturer the 
saving between the carload and less-than-carload 
rate. Furthermore, the carload shipment will go 
thru quicker than less-than-carload lot, because it 
will not be subject to delays at transfer points. 
The operations of some manufacturers extend 
beyond the borders of the United States. If 
they are dealing constantly with customers abroad 
and maintain a force of specialists who understand 
all the intricacies of foreign trade and shipping, 
it is simply a matter of turning the shipment over 
to them. But if there is no such organization, 
they are helpless to undertake the movement of 
a shipment thru a congested city from point of 
arrival to pier, to get all consular declarations, 
meet custom house requirements, provide the nec- 
essary insurance, and obtain the lowest out-going 
ocean rates. To relieve themselves of all this 
responsibility and yet at the same time get the 
shipment thru at the least possible cost and in the 
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shortest time, the services of a forwarder are again 
requisitioned. 


RouTEs AND Rates COMPILED IN RECORDS 


Records constitute 2 point where the manufac- 
turer will combine his information upon the fore- 
going R’s—routes and rates. If the manufac- 
turer wants to make a shipment to Dallas, Texas, 
it should be necessary to look up the route and 
rate only once. Thereafter, all of this informa- 
tion would be on record. For purposes of ready 
reference it is necessary for the traffic department 
of a business to keep a file of rates and tariffs. 
These are kept in various ways. One file in use 
is a vertical one with numbered compartments in 
which tariffs are kept by compartment number. 

It is a good plan to keep a condensed rate file 
for a definite territory, as most manufacturers 
confine their shipments to certain areas and make 
few outside of them. Such a condensed rate file 
is handy and will save much research. The file 
can be kept on cards or in loose-leaf form with 
the name of the town at the head of each card or 
sheet. Each card should contain rates and routes 
for all classes of freight from shipping point to 
destination. Rates should be recorded from more 
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than one shipping point for purposes of compari- 
son. The cards should be filed in alphabetical 
order and among them should be included cards 
for some towns outside the regular territory but 
adjacent to it. Class rates rather than rates on 
specified commodities should be noted because the 
classification is more likely to be changed than the 
rate and it is easier to change the record of the 
classification than to revise all the rates. 

An index showing a classification of articles 
should be kept. This can follow either the card 
or loose-leaf system of files, one sheet being used 
for each article with the name of the article 
written at the top. The record should show how 
the article is packed in its classification, as the 
class which an article is given depends in part 
upon its packing. If it is boxed it may take a 
first-class rate, while if crated it may take a double 
first-class rate. In such cases the card should show 
both classes according to the packing. 

The classification sheets to be filed alphabeti- 
cally in the files used for rate cards should be 
printed on different sheets if the number of articles 
shipped is small. If the number is large the 
classification index assumes still greater impor- 
tance. 
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When goods are subject to commodity rates, 
a file of these rates needs to be kept, and it is 
arranged similarly to the file for class rates. A 
card or sheet is used for each town in which com- 
modity rates apply and the cards are filed alpha- 
betically by names of towns. The cards can be 
filed with those showing class rates, but they 
should be of different color. 

While it is true that the compilation of such 
records as these will require much time and effort, 
it will be well worth the trouble involved; for 
when the cards are compiled, changes in rate classi- 
fications are easily noted. 

One other point for the manufacturer to con- 
sider is the following up of freight claims. A 
shipper acts wisely if he keeps a follow-up system 
for freight claims and does not trust entirely to 
the railroad to take charge of them. Sometimes 
claims are lost or held up by some local agent, 
and a prolonged search is required to find them. 
The shipper who keeps close trace of his claims 
receives the quickest service. 

That it will pay a manufacturer to look into the 
transportation phase of his business is best evi- 
denced by the fact that one of the steel companies 
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has claims averaging $1,500 a week against the 
railways, due to over-charges, mistakes, etc. 

Upon the cheapness of the manufacturer’s rates 
depend the sources on which he can draw for his 
raw materials and the extent of the markets he 
can reach with his product. Upon the certainty 
that he can get the same rate as his rival, depends 
his ability to compete. He is fully as interested 
in obtaining non-discriminatory rates as low rates, 
His rival can overcome him by securing marked 
advantages in rates or in quickness of service. The 
amount of business any house can do and its ability 
to hold its own against competitors depends to 
some extent upon the reasonableness of the rates 
paid and upon the treatment which it receives with 
regard to transportation service. 
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WHAT ACCOUNTING RECORDS 
SHOULD TELL 


HETHER he is aware of it or not, every 
man is more or less of an accountant. He 
may be blissfully ignorant of accounting proce- 
dure, but he shares its viewpoint and acts accord- 
ingly. In personal affairs, if he is wise and pros- 
perous, he has found a way to limit his expenses 
to his income. He compares his debts with his 
assets and tries to increase the latter. 

In his field of business activity, he is interested 
mainly in the results of his efforts and he measures 
these results in dollars and cents. It is the func- 
tion of accounting to put into his hands the proper 
measure. Thus, whether in private life or in busi- 
ness affairs, the accounting viewpoint, to a cer- 
tain extent, dominates our activities. 

The proprietor of a small business who manages 
everything himself needs no elaborate system of 
records and employs only those which touch the 
essentials of the business. As the business grows 
and as the directing head becomes further re- 
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moved from the details of operation, the need of 
extensive recorded information becomes more 
acute. The large business organizations of today 
impress one by their size, by the diversity of their 
activities, and by the wide variety of interests in- 
volved. To operate and manage such large in- 
dustries would be exceedingly difficult unless their 
diversified activities were closely controlled by a 
well-perfected organization and unless their di- 
rection was based upon certain fundamental prin- 
ciples, comparatively few in number, which under- 
lie the operation of every business regardless of 
its size. 


AccounTING SysTEMs PREsENT Facts 


What is essential in order that the directing 
head of a large organization may keep in touch 
with all the phases of his business with its varied 
interests and be able to pass sound judgment on 
its progress? The answer is simple. He must 
have facts, and his judgment will be at fault un- 
less the facts available for his use are both accurate 
and comprehensive. It is thru his accounting 
records that such facts are gathered. In them he 
has a continuous record of the facts concerning his 
business. The financial statements that are pre- 
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pared from this record classify the items of in- 
come and all expenses incurred to earn this income. 
They present, too, a detailed analysis of the assets 
of the business and of its liabilities. With such 
facts at his command, an executive can picture the 
status and the progress of each division of his or- 
ganization and can locate quickly the causes of its 
success or failure. 

To interpret his statements correctly and get the 
most out of them, the executive should, in the 
first place, know how the data presented to him 
have been selected. In other words, he must 
have a sound knowledge of accounting procedure. 
This does not necessarily mean that the executive 
must be a bookkeeper. But it does mean that he 
ought to know the rules as thoroly as the baseball 
umpire knows his code. 

If he has this knowledge, he will know first of 
all whether his business has an accounting system 
or only a set of books. If the books do not tell 
the status and progress of his business —if they 
are mere routine records of business transactions 
there may be no proper accounting system at all. 
Books with figures in them do not produce ac- 
counting systems any more than owning a banjo 
entitles a man to call himself a banjo player. 
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If an accounting system is anything at all to 
a business man, it ought to be a chart and compass 
showing him the direction in which his organiza- 
tion is headed. The accountant prepares financial 
statements. He may consider the job well done 
when his books and statements balance. The ex- 
ecutive in charge, however, is concerned with the 
contents of the statements. Do the sales and 
profits of the current year bear the proper relation 
to the results of previous years? Was the in- 
crease or decrease in profit commensurate with 
the change in cost of doing business? Was a de- 
creased profit due to excessive losses or unproduc- 
tive advertising, or was it a result of concentration 
of sales effort on less profitable lines of goods? 
These and other problems will confront the ex- 
ecutive, and he looks to his statements both for 
the actual facts and for indications of the changes 
that are desirable. 


Unper AccounTING AND Over ACCOUNTING 


In this connection, I recall an incident related 
by a banker friend of mine. A corporation de- 
positing with his bank applied for a loan. There 
was on file a very recent financial statement of 
the depositor. Among the assets listed was a 
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large item of notes and accounts receivable which 
on the surface seemed to pass muster. The 
banker, however, was not quite satisfied with the 
statement and demanded further information 
which the applicant supplied. This new informa- 
tion revealed that the notes and accounts receiv- 
able included balances due from former officials 
of the company, which would in all likelihood 
never be collected; that they included notes which 
were long past due; that large balances on open 
account were carried with the very customers who 
had been unable to meet their notes; and finally, 
that no provision had been made for losses on 
these accounts. It is needless to say that the de- 
sired credit was denied. But the point to bear in 
mind is that the balance sheet as originally pre- 
pared and submitted was accurate as far as it went. 
It was a true transcript of the books of the com- 
pany altho it told less than half the truth. 

Just as a business may suffer from inadequate 
accounting, so may it be surfeited with it. A busi- 
ness ought to watch its accounting diet. With 
too little accounting the business may starve. With 
too much accounting it will be wasting energy in 
the time consumed and salaries paid for the work- 
ing of a system that may be unnecessarily detailed 
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for its needs. After all, accounting is at best a 
road map. It can never be turned into an engine. 
Figures will move no goods nor will the most 
elaborate records, of themselves, add a single new 
customer. 

A good motorist would hesitate to drive thru 
an entirely strange country with no map at all to 
guide him. But just as he will get lost if he has 
no map, so will he turn off the road and meet his 
journey’s end in ditch or fence if he focuses too 
much of his attention on the map and too little 
on driving his car. Do the gains which an ac- 
counting system points out or the potential losses 
which it indicates outweigh the cost of gathering 
the information? If they do not, the business is 
suffering from “ systemitis.” 

There are, roughly, three stages in the passage 
of goods thru a manufacturing or business house, 
in which it can make or lose money. There is 
the purchase of the raw materials for manufac- 
ture or of the stock in trade for sale; there is the 
cost of manufacture or the cost of holding goods 
in a mercantile establishment; and there is the 
final sale whether to wholesaler, retailer or con- 
sumer. Concurrently with all steps of each stage 
there is the question of finances. All plans must 
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be kept within the limits of financial resources. 
In many questions of business procedure, the de- 
ciding factor is availability of funds. 


DancER IN LarceE INVENTORIES 


Since purchasing is the first of these processes, 
good accounting demands first of all adequate in- 
formation on this score. The size and cost of a 
stock of goods affects every other step which the 
business takes. It has a vital bearing on the rate 
of turn-over. Good purchasing cannot be based on 
quantity, quality, or price alone. It must rest upon 
a good combination of these—a combination 
which is seldom if ever successively the same. 
Low-priced goods may be the most expensive if 
they result in dissatisfied customers. 

The balancing of inventory with the require- 
ments of the business calls for a nice adjustment. 
At times a large inventory may be a source of 
strength. It will be so when it has been laid 
in without undue financial strain during a period 
of low commodity prices. But at times such as 
those of 1920, when commodity prices have been 
going thru a long upward movement, a large in- 
ventory becomes a source of danger. Harmless 
looking textile goods and innocuous sugar barrels 
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may be transformed overnight into millstones 
that will hang around the neck of a business for 
months or years to come. Accounting can con- 
tribute in a very real way to profits by revealing 
whether inventories are properly balanced with 
the requirements of the business and with the 
trend of prices. 


UNPROFITABLE S1pDE-LINEs 


Successful management is not content with pre- 
venting losses or making merely a small profit 
from year to year. It is ever on the alert to in- 
crease profits. To increase the sales is generally 
looked upon as the one desirable means to in- 
crease profits. Only too often, a limited capacity 
of production, competition of rivals, or a depressed 
market makes this impossible. The alternative is 
to reduce expenses. When gross income cannot 
be increased, increased profits may often be real- 
ized by decreasing the expenses without in any 
way impairing the effectiveness of an organization. 

Indeed, it may be inadvisable to strive for in- 
creased sales. Certainly, it should not be done 
without fully considering also the financial status 
of a business. Will there be sufficient working 
capital to finance safely any unusual increase in 
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sales volume? The codrdination of sales volume 
with both productive capacity and financial re- 
sources is, therefore, another requisite of success- 
ful management. Nor can increased sales be 
sought safely without a knowledge of the profit 
per unit of goods sold as well as the gross profit 
from the aggregate of all sales. 

One concern manufacturing woodén ware added 
brushes as a side line. The brush end of the busi- 
ness immediately began to grow with astounding 
rapidity and within a very few months passed 
the volume of sales for all other lines. It was 
thought that at the end of the first year a hand- 
some profit would result, but to the chagrin of 
the directors it was discovered that a very heavy 
loss had been suffered. Analysis of the causes 
brought to light the fact that when the brush line 
had been first started, a cursory investigation had 
been made into costs and the results accepted. The 
true situation was that the brushes were being sold 
at a slight loss.) When the volume of sales had 
been light the loss had been absorbed by the profits 
on other lines. With the tremendous increase 
in sales, however, the total loss on the brush line 
had greatly exceeded the profits on all other lines 
and caused a net loss for the period. This would 
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have been avoided had the executive in charge 
been aware of conditions. A profit and loss state- 
ment showing the expenses applicable to, and the 
gross profit on sales, of each line of merchandise 
would have brought to light the fact that the 
brushes were being sold beldéw cost. 


VALUE OF Cost REcorpDs 


Supplementing the general accounting records, 
cost records have been introduced as a means of 
increasing efficiency and profit. Cost systems are 
more highly appreciated today than ever before. 
In many concerns where such a system is being 
maintained, it is considered satisfactory if it simply 
shows the cost of manufacture of the company’s 
product. However, a broader conception of the 
purpose of a cost system is being recognized. In- 
stead of considering only aggregate cost the mod- 
ern cost system has been so developed that costs 
are shown in detail for the various elements which 
contribute to the total and thus is furnished a 
basis for the control of these costs. 

The ancient story of the manufacturer who 
claimed to sell below cost and who expected to 
succeed because of a large volume of sales is not 
wholly a figment of the humorist’s imagination. 
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The head of one of the large government com- 
missions is reported to have said that 85 per cent 
of the business men of the United States might 
just as well be shooting craps for a livelihood 
as trying to conduct a business, for the element 
of risk in the former would be no greater. In his 
opinion, this was the proportion of businesses 
which were conducted wholly without any knowl- 
edge regarding the manufacturing and operating 
costs of the business. 

Good cost systems furnish a basis for studying 
and lowering costs and they make possible esti- 
mates of profit on which decisions can be made 
as to whether it would be advisable to undertake 
the manufacture of some new product or continue 
or discontinue an old line. They enable the inter- 
ested parties to proceed on an intelligent basis to 
combat existing competition. 

Cost accounting applies the broad, general prin- 
ciples of accounting to specific items. In the in- 
stallation of a cost system it is essential that partic- 
ular consideration be given to the form of in- 
dustry. In the various types of organization there 
is a wide difference in the information to be gath- 
ered and the way in which it is prepared and pre- 
sented. The underlying principles of cost finding 
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are general, however, and it is only in the applica- 
tion of principles to individual cases that there 
will be a variance. 


UsE oF STATISTICAL RECORDS 


Still another class of records has gradually come 
into use. These are statistical records. Only in 
comparatively recent years have business men 
come to realize the value of these statistical rec- 
ords, which portray and reflect the operation of a 
business in the terms of physical units. Of them- 
selves, as a basis for a review of productive efhi- 
ciency, they are of great value, but they are of 
greater value to the executive when used in con- 
junction with and as a supplement to the regular 
financial statements. 

Statistical information has become of such great 
importance that, in many progressive organiza- 
tions, this information is collected and prepared 
as carefully as accounting information. These 
records, as a rule, showing physical units produced, 
time records, collection results, etc., are prepared 
by each department and turned over to the ex- 
ecutive in charge of the statistical work. He, in 
turn, summarizes the information, preferably in 
comparative form, and analyzes the results. 
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Where unsatisfactory conditions prevail he refers 
the matter back to the department head for in- 
vestigation and remedy. Eventually the depart- 
ment heads may themselves become so familiar 
with the information that they will act when the 
situation requires it without waiting for sugges- 
tions from the statistical head. 

In maintaining a plan of operating control it 
may be desirable to have weekly, or even daily 
reports in many cases, since often, by quick action, 
threatening situations can be averted. Yet there is 
a danger in comparing results of periods of short 
duration, and the executive must be particularly 
careful that the bases for comparison are 
identical. 


THe Puace or Grapus 


In recent years the use of graphs to picture 
results has been growing in favor. There are 
many persons to whom a series of figures carry 
no significant message, but who can readily inter- 
pret the increases, decreases, and other relations 
as shown in the form of a chart. This form is 
much easier for the man untrained in the use of 
figures, provided it is well drawn. It is particu- 
larly useful in showing trends or comparisons or 
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where the results need not be translated into ac- 
curate figures. 

Statements, while apparently representing a 
sound condition, may reveal upon close analysis 
surprising situations. The executive must learn 
where the traps are likely to occur; what items 
need investigation; what others can be accepted 
at their face value. The inexperienced man may 
interpret his statements too literally. 

The successful interpretation of statements re- 
quires not only a good, general knowledge of in- 
ternal conditions, but also a grasp of business 
conditions and special situations that affect the in- 
dustry. There are often many external factors 
that must be brought into the picture, and their 
influence on the composite result must be carefully 
analyzed and weighed. 

Statements are of unquestionable value to the 
modern business man if he understands them. 
The reader will recall the familiar aphorism to 
the effect that “figures speak for themselves.” 
It might be added that so do Frenchmen. Yet, if 
one does not understand French, it does him no 
good to listen. So, too, the executive must under- 
stand the language of figures. He will find it an 
interesting subject for study and, if past events are 
a good guide, an exceedingly profitable one. 
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CHAPTER XI 


HOW FINANCIAL MARKETS 
AID BUSINESS 


HERE is a fairly general impression that 
a business man ought to keep aloof from 
the stock market and all its works. In fiction and 
in the drama the man who begins to “ play the 
market ” always comes to grief. In real life he 
usually does the same thing, just as a man who 
plays at paddling a canoe or sailing a boat without 
knowing anything about how to do either, is more 
than likely to capsize. The stock market is 
nothing to be played with, any more than one 
would “play” with the grocery business or 
“play ” at building a bridge. 

In any form of business there is risk. That the 
stock market is regarded as exceptionally risky is 
due chiefly to the fact that more people go into 
it without any adequate preparation than into any 
other field of business activity. If anyone were 
permitted to practice medicine who had the de- 
sire and the money to outfit himself, having a 
sore throat would be risky for the average citizen. 
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There are two services the stock market can 
render a business man. It will not render either 
of them if its message cannot be understood, and 
to understand the stock market’s message requires 
the same careful study, the same considered judg- 
ment and the same sound anaylsis that is given to 
the every-day affairs of any successful business 
house. The first service has nothing to do with 
actual participation in the market. It is available 
alike for those who buy and sell stocks and for 
those who have never seen a broker’s circular. 
The stock market is a forecaster and a fairly re- 
liable and faithful forecaster of future business. 
The second service is the offering of a means by 
which a man’s private fortune, whether of $2,000 
or $200,000, can be managed to better advantage 
than would be possible without an organized ex- 
change where securities have a definite and im- 
mediately ascertainable market. The latter is a 
service to the individual; the former can be a 
service both to the business man and his enter- 
prise. 


Tue Cycres or BusINEss 


Within the memory of all of us, some years 
stand out as “boom times,” periods when em- 
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ployment was plentiful, wages were good and 
there was general prosperity thruout the country. 
We remember other times when unemployment 
was large; factories were shut down and every- 
body, including the tax collector, appeared to be 
getting very little money. In some of these years 
the reactions were so sharp as to amount to a 
panic; in others the reactions were less acute and 
we refer to them as depressions. The swings up 
and down between these peaks of prosperity and 
depths of depression form business cycles, igno- 
rance of which tends to result in a business being 
run in something of a hit-or-miss fashion. 

A business man does not need a vast amount of 
knowledge about business cycles. However, he 
does need as much knowledge of them as an ama- 
teur skipper needs of the weather. He ought to 
be able to tell when a storm is coming up so he 
can shorten sail. He ought to know when the 
storm is over so his business ship will not go drift- 
ing along when it might well be spreading its 
canvas and getting ahead faster. Since the mar- 
ket’s service as a forecaster is one that is of im- 
portance to every business, it deserves attention 
first. 

Two classes of securities are dealt in on the 
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Exchange — stocks and bonds. They move up 
and down in response to different kinds of demand 
and consequently their movements mirror two 
different sets of facts. 

Stocks and bonds do not always move up and 
down together but there is a certain coincidence in 
their movements. It is important for a business 
man to know why and how stocks and bonds ad- 
vance and decline because there is a close relation- 
ship between the ups and downs of the stock and 
bond markets and the ups and downs of business 
— and the movement of securities generally pre- 
cedes the changes in business. This is why the 
securities market has been aptly called a barom- 
eter. 

First we should know what is meant by the 
ups and downs of the market. The late Charles 
H. Dow, founder of the Wall Street Journal, 
described the movements of the stock market as 
divided into three types. There is a long swing 
upward or downward, lasting over a period of 
years; there are minor ups and downs occurring 
during the progress of one of these major “ bull ” 
or “ bear ” markets; and there are the day to day 
fluctuations which are recorded regularly in the 
morning and evening papers. The day to day and 
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the minor fluctuations the average business man 
can afford to disregard. They will ordinarily 
serve no useful purpose and afford him no guid- 
ance in his business affairs. The major movements 
he cannot afford to ignore. They tell an inter- 
esting story of the future trend of business affairs. 


Tue MarKET AS A FORECASTER OF BUSINESS 


What do these major movements of the se- 
curities markets foretell? Briefly, the course of 
bonds is an indicator of the present and future 
state of the money market, whether credit is and 
will be abundant or tight. The course of stocks 
is an indicator of the outlook for corporate profits. 

The securities markets’ record as a forecaster 
is a good one, and a record open to all who will 
read. In 1920 began the ending of the business 
boom that followed the war. We heard of buyers’ 
strikes and read of organizations of people who 
were pledged to wear over-alls until clothing 
prices came down. Many people were wearing 
last year’s clothes without the compulsion of any 
pledge. We know that prices did come down and 
that some businesses were unprepared for what 
happened. 

Yet the stock market had sounded its warning 
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months before. In the fall of 1919, after a long 
upward move, evidences of a broad decline ap- 
peared. Stocks commenced to go down because 
the collective judgment of the thousands of people 
who make up the market concluded that an end 
to rising profits was somewhere in sight. 

The upward movement in stocks that began in 
the fall of 1921, long before business readjustment 
was complete, occurred because it was the collec- 
tive judgment of thousands that the worst had 
been passed. 

As stocks anticipate industrial profits, so bonds 
reflect money conditions. Most business men are 
fairly conversant with the present state of the 
money market. But the course of bond prices 
may throw some light upon its trend when future 
financing is in question. It is not meant to 
imply that reliance should be placed on one indi- 
cator alone. But if I were planning some work 
that involved a considerable outlay of money and 
noted that the bond market was turning downward 
after a long rise, I should want to commence as 
soon as possible, because of the indication that in- 
terest rates would probably be higher later on. 
And if the bond market were low and commenc- 
ing to rise, there would be every incentive for de- 
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lay, if possible, to take advantage of the lower 
rates in prospect. 

There is little opportunity here to do more than 
indicate the service which the securities markets 
can render as forecasters. It is probably the least 
appreciated and at the same time one of the most 
valuable services they perform. 


Excuances Make a FREE Market 


But the main function of the exchanges is not 
to act as business barometers. They do this in- 
cidentally but their chief purpose is to furnish 
a free market for whatever is dealt in there, 
whether stocks, wheat or coffee. It is a vital 
necessity to corporations and to many individuals 
to have some market where their security hold- 
ings or commodity holdings have an instantly as- 
certainable and quickly realizable value. The 
existence of a ready market for a security or a 
commodity makes of it a liquid asset which can 
be converted quickly into cash or hypothecated 
to secure bank loans. It is this which furnishes 
the economic justification for the existence of 
every large organized exchange. I do not advise 
anyone to speculate and this is for no greater 
reason than that a man’s business ought to com- 
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mand his best thought and attention. Speculation 
itself demands careful thought and attention and 
if a man engages in both business and speculation, 
either he will turn out a fair speculator at the 
likely consequence of achieving mediocre results 
in his own business or job, or else he will do 
justice to his business or job and lose money 
speculating. 

But men who are getting ahead have surplus 
funds that must be put to work. Stocks and bonds 
offer one medium by which capital can be made 
to yield a return. If a man is going to use this 
medium, he ought to know as much about it as 
he would know about the value of a house and 
lot on which he was going to take a mortgage. 


Market Cyc.es 


We wear straw hats and flannels in Summer 
and woolen suits and overcoats in Winter. A 
man who places his money in securities ought to 
know at least what investment season he is in. 
Bonds offered by established investment banking 
houses are a strong and safe form of investment. 
But if bond prices are high, it may be well to dis- 
criminate in our purchases. A short term bond 
or note in such a case will enable us to obtain 
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safety for our principal, a good rate of income, 
and place us in a position to buy long term bonds 
when prices are more favorable. 

If stocks are attractive as a medium of invest- 
ment, go ahead and buy them — but wait until 
most of the other fellows have stopped buying 
and are unwilling to touch a stock with a ten- 
foot pole. We noted that the minor swings of the 
stock market and the day to day fluctuations were 
of no value as business forecasters. Nor are they 
of value to people who would make money in the 
stock market unless they are professional opera- 
tors, able to devote their entire time and attention 
to an intensive study of the market’s technical 
changes. 

The long major movements are the ones which 
offer an opportunity to the amateur — and we are 
nearly all amateurs — to make money by buying 
when prices are low, sitting still and forgetting 
about the market during its long rise and selling 
when the top is being approached. 

The trouble with attempting to make money 
in stocks, however, is that a man must fight not 
only the market but himself. 

Unless you have the courage to buy when nine 
out of ten others are selling; unless you have the 


[ 164 ] 


HOW FINANCIAL MARKETS AID BUSINESS 


resolution and persistence to hold on during a 
long upward move and not try to jump in and out 
on minor swings; unless you have the time to study 
and know your securities and the ability to act 
quickly if sometimes you are convinced your judg- 
ment was wrong; above all, unless you can be 
content to wait many long months doing abso- 
lutely nothing while the market is getting to the 
point where your judgment tells you stocks are 
~ a buy, better stay out. 


Usrt Common SENSE IN BuyinG Stocks 


It has been remarked that much money is lost 
by dealing in stocks because a very large propor- 
tion of those who deal in them do so without 
adequate preparation or sufficient study. A man 
who would turn away and laugh at the idea of 
buying a vacant lot on an anonymous rumor that 
a Ford plant was going to be built on the same 
block and that probably the lot could be sold to 
the Ford Company at a handsome profit will often 
confidently buy non-dividend-paying stocks on no 
better authority than some anonymous “ tip ” that 
they are due for a rise or that “ So-and-So inter- 
ests are buying and it will hit par on this move.” 

I have no personal acquaintance with insiders 
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whose operations are so frequently mentioned as 
being responsible for some anticipated movement. 
But if I wanted to get a certain stock at a cheap 
price and make a profit the last thing I would do 
would be to let anyone know about it. The more 
people who knew about it, the more there would 
be buying the stock and consequently the more I 
should have to pay and the less profit I would 
make. On the other hand if I had some stock I 
wanted to get rid of, there would be a strong 
temptation to give as favorable a picture of it as 
possible. Then other people would bid the price 
up for me and I should have to do little more than 
feed out my stock in small lots on a rising market. 
A “tip” is a ridiculous thing in its very nature. 
It is contrary to what any sane individual would 
do if he were the “tipper” instead of the 
“tippec.” ; 

Trading in stocks calls for every element that 
makes for success in business — it is no “ game.” 
You need courage and persistence when you are 
right, in order to stick; you need another sort of 
courage when you are wrong — the ability to ad- 
mit to yourself you were wrong and take a small 
loss to save a bigger one. You need to be equipped 
with two tin ears that cannot hear tips and rumors; 
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you need patience beyond the ordinary; you need 
the philosophical or phlegmatic element, call it 
what you like, that can accept a good profit and 
look with unseeing eyes while the market climbs 
higher; you need the stubbornness of a Grant to 
keep you from jumping back in again. ; 

For those who would avoid the stock market 
and who have but little knowledge of investment 
values there is always the investment banker or 
bond dealer. His economic service to corporations 
consists in underwriting bond issues and market- 
ing them. The corporation receives its money at 
once without having to wait and receive it piece- 
meal as the bonds are sold. It is relieved of the 
expense of marketing them itself. To the in- 
vestor the bond house acts as an adviser and a 
convenient channel thru which he can place his 
investments at good interest. A security that is 
not listed will have a slightly greater return, as 
a rule, than one of the same grade which is dealt 
in on some market. 


SERVICE OF THE Bonp House 


Investment banking houses depend for their 
very existence upon the confidence of their clien- 
teles. Hence it is not remarkable that their record 
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for safety is as high as it is. The prices of the 
bonds which they sell will fluctuate just as the price 
of any other security will change. Over this they 
have no control. But the records are remarkably 
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INVESTMENT BANKER 


INVESTOR 


Tue Investor PROTECTED BY AN INVESTMENT BANKER. 


free from instances of buyers of securities offered 
thru reliable investment banking houses losing 
money thru bankruptcy of the issuing company. 
Just as the lawyer stands between his client and 
the errors of judgment he may make regarding 
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substantive law or procedure the investment bank- 
ing house stands between the inexperienced in- 
vestor and the many financial pitfalls into which 
he may fall. Not infrequently the house is rep- 
resented on the board of directors of the company 
whose securities are offered. Whether this is so 
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THe Unaipep INvEstTor. 


or not, the house has put up its own money only 
after a searching examination by its experts and 
the investor is offered a security that has been 
pronounced by them a good investment. 

Not every house that offers unlisted securities 
for sale is an investment banking house. Some 
are merely agents for one corporation or group of 
corporations. There is nothing the matter with 
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this arrangement provided the corporations are all 
right. It only suggests that if a bond house has 
the securities of only one company or group to 
offer, further investigation should be made. If the 
company is a new one the chances are that the 
bond house is merely the company itself under 
another name. Many well established companies, 
however, under a centralized management will 
market their bonds and stocks in this way. Some 
bond dealers are specialists, handling only one 
type of security, such as real estate mortgage 
bonds. The majority of investment bankers and 
bond departments of metropolitan banks do not 
confine their offerings to any type. 

There is no sudden road to riches thru this 
field of investment, nor is there anything except 
an arduous path thru any field except that of 
enterprise. When you are told of the fortunes 
that have been made out of small beginnings, be- 
ware. The fortunes were made by the men who 
started the business and put hard work as well as 
hard-earned money into it. . 

Fortunes have been made in automobiles — by 
men who manufactured them. Fortunes have 
been made in steel — by the men who were in the 
steel business — and in oil by men who were pro- 
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ducing or selling it. The best investment channels 
are not those which appear to promise sudden 
riches, but those which will safeguard the money 
that has been made, and pay a steady income to 
its owner. 
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BUSINESS BUDGETS 
OW often do we see a man failing to make 


the most of his opportunities because he 
does things in a haphazard fashion, because he 
has no purpose to guide him and no particular 
aim for his ambition. In fact, his stimulus is more 
likely to be discontent than ambition. In other 
instances, we say a man is earnest, thoro and care- 
ful; he proceeds about his work with confidence 
and assurance and appears to be following out a 
definite purpose which is fairly well fixed in his 
mind. 

The same differences are found in the conduct 
of business enterprises. Hit-or-miss methods, lack 
of a definite purpose, poorly formulated or un- 
codrdinated plans, are never the. distinguishing 
features of a successful business. We all know 
this to be a fact and yet few, comparatively speak- 
ing, know how to bring into a business the same 
precision that is given to their personal affairs. 
Far more than an individual, a business with its 
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wider variety of interests, needs a plan of opera- 
tion, a codrdination of activities and a track to run 
upon. 

Budgets, as developed under modern business 
practices, provide the needed framework of plans 
on which to base the conduct of a business. Budg- 
ets have long been familiar in municipal finance, 
for there some estimate of expenses is necessary 
to determine the amount of the tax levy. Esti- 
mates of expenditures are accumulated in schedules 
and classified in order that the total required 
revenue for the fiscal year may be known. With 
expenses and needed revenue both known, the tax 
rate is easily determined. 

Progressive business men quickly recognized the 
advantages of such a system of operation and 
proceeded to adapt municipal budgets to their own 
uses. They began to prepare estimates of cash 
expenditures and cash receipts, primarily in order 
that they might better codrdinate expenditures 
with available resources. Even with a simple 
budget of cash receipts and expenditures, the prob- 
lem in a business budget is far from being as 
simple as it is with a municipal budget. Within 
limits municipalities may go about any extrava- 
gance, raise their taxes and yet make ends meet. 
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The item of revenue is more or less under control. 
If revenue could be as closely controlled in pri- 
vate enterprise, the millenium would be at hand. 
But funds for a business must come from the 
enterprise of its directing officers and the codpera- 
tion and hard work of every member of the or- 
ganization. Consequently, a business budget of 
cash receipts and expenditures imposes as its first 
requirement a codrdination of contemplated ex- 
penditures with available cash. In a private 
budget the pinch is that of keeping expenditures 
within anticipated cash receipts, while in a munic- 
ipal budget, by increasing taxation, revenue is 
raised to the requirements of increased expendi- 
tures. 


Wuy Bupcets arE UseEp 


The ends which are furthered by having a 
simple cash budget are fairly obvious. No busi- 
ness is so well balanced that at all times cash 
receipts exactly equal cash payments. I once 
heard a clergyman, whose health had failed and 
who was running a small newspaper, express 
wonderment at the way in which a business paid 
for itself as it went. “ Here it is the first of the 
month and there are bills on hand calling for 
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hundreds of dollars to be paid out in a short time,” 
he said. “ There isn’t cash enough now to meet 
more than a small part of them, yet by the time 
the bills actually become due money will come in 
from somewhere.” 

Every business is like that. Its affairs are in 
a constant state of change. If all outstanding bills 
were to be gathered up over night and presented 
for immediate payment, few business houses 
would have enough available funds to pay all 
their obligations in full. Like the clergyman, 
however, no business executive worries about this, 
unless he is headed for bankruptcy, for that is 
the only time when his bills will be all lumped 
together at one time to overwhelm him. A going 
business has revenue coming in all the time, but it 
is a revenue which will fluctuate with the season, 
or it may fluctuate in volume, irrespective of the 
seasons. Similarly, expenses of the business 
change, now bulking large and now falling away. 
To maintain the credit of the enterprise, to have 
available in one source or another funds to meet 
bills as they mature, to schedule payments so that 
the demand for money will never exceed the 
amount called for, is the main purpose of the 
financial budget. 
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Having determined, by careful estimates made 
by those in position to know best, both the antici- 
pated expenditures and the anticipated receipts, 
the financial executive matches these two sets of 
figures together. He sets contemplated cash 
resources against contemplated demands and then 
he is able to foresee what difficulties, if any, are 
going to be encountered. 

Right here let me say that while budgets 
customarily cover a fiscal year, they must be split 
up into far shorter periods of time. To know 
that the total expenditure within a year will not 
exceed the total cash resources is no proof that 
sometimes within that year the accumulating ex- 
penditures will not materially exceed available 
cash. It is customary to divide a budget into 
monthly periods and, where extensive operations 
are carried on or where the margin of safety is 
at all small, at the beginning of each month a 
further subdivision of the budget into weekly 
intervals will be found decidedly helpful. 

Budget making is a phase of business states- 
manship and business statesmanship has been de- 
fined as knowing, controlling and directing the 
forces which react favorably or unfavorably upon 
the progress of a business. Let us carry this 
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thought a little further. Business statesmanship is 
devoted to overcoming or minimizing the un- 
favorable forces that can paralyze industry. 
Furthermore, it endeavors to take advantage of 
every factor which contributes even in the slightest 
degree to business success. Business statesmanship 
deals primarily with the conservation of resources 
and energy. Thru engineering or chemical re- 
search the processes of production are improved, 
and thereby costs are reduced or a wider demand 
for goods is created. Surveys and analyses of 
markets have helped to expand the markets and 
have helped to close the gaps between seasonal 
activity and dullness. Statistical studies of produc- 
tion and consumption have resulted in a knowl- 
edge based upon facts, instead of guesswork 
based upon so-called intuition. Research along 
every line is devoted to the removal of uncer- 
tainty, guesswork and haphazard fluctuations 
from business. It is in this gradual conquest of 
uncertainty and in its contribution to the regula- 
tion of business fluctuations that budgets and 
budgetary control are playing an important part. 

Today budgets have been developed to the 
point where they cover income, expense and 
profits, as well as cash receipts and cash expendi- 
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tures. Cash receipts and cash expenditures are 
not synonymous with income and expense, hence 
the estimating of profits is of almost equal im- 
portance with the predetermination of cash re- 
ceipts and cash outlay. When a budget of in- 
come, expense and profits has been prepared it is 
a short and easy step to establish separate budgets 
for departmental operations, whereby all income 
and the cost of obtaining this income is separately 
computed for every department. Standardized 
production methods and standardized costs follow 
closely, for to set up reliable departmental budgets 
requires a close and accurate control of the work 
of the department itself. 


Wuat THE BUDGET DOES FOR A BUSINESS 


Whether they are in simple or detailed form 
budgets serve two useful purposes. First, by in- 
dicating in advance what difficulties will be met 
they permit us to plan ahead and prepare in 
advance for meeting emergencies; the business 
need not walk into an ambuscade. Secondly, 
thruout the period which they cover budgets 
function both asa guide and as guages or standards 
against which actual accomplishments may be 
measured. As long as actual accomplishments 
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are equal to or in proportion to the standards in 
the budget the business cannot go far off the track 
or become involved in great difficulties. 

Properly prepared budgets not only set up a 
financial program for the guidance of the treas- 
urer, but they also deal with anticipated sales as 
well as the amount of expense which may safely be 
incurred to obtain these sales. They promote 
greater efficiency in the use of equipment; they 
measure the skill with which purchases are made; 
they test the promptness of collections; they pro- 
hibit unwise expansion; they point out unused 
capital, unbalanced production, heavy financial 
charges and, in brief, act as a very watch dog on 
cash expenditures and expense charges. 

That budgets are not in more general use is 
due entirely to lack of understanding of their 
value and sometimes to an inadequate appreciation 
of the very problems which they help to meet. 
Some business men, for instance, feel that there is 
no need for them to establish financial programs. 
They see no reason for carefully estimating ex- 
pected cash receipts and expenditures, thus fore- 
casting future difficulties and how to meet them. 
They think they can plan on increasing the volume 
of their sales and that financing will in some 
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mysterious manner take care of itself. They fail 
to balance these two important items of income 
and expense; they fail to codrdinate inventories 
and production with sales; they often do not 
realize that the power to balance makes the balance 
of power in business statesmanship, as well as in 
political statesmanship. There are limits of 
safety and strain in every business. There are 
upper and lower margins for sales and for ex- 
penditures. These limits, it has been well said, 
can be foretold almost as closely as the capacity 
of a machine or the tensile strength of steel. 


APPLYING THE BUDGET 


Budgetary control is the term ascribed to the 
use of a budget after it has been properly pre- 
pared. It is just about as useless to make up a 
budget and then not use it as to buy merchandise 
and then not sell it. Budgets should be used 
from day to day and from week to week; they 
should guide the board of directors in determin- 
ing major policies and should aid the subordinate 
department head in settling minor questions within 
his department. Budgetary control, however, 
does not mean a multitude of costly and useless 
forms. It does mean the creation of a plan for 
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operating the business in sufficient detail to cover 
all the essential phases of that business and then 
a continuous checking of actual results against 
these estimated standards. 

The budget, it must be understood, can never 
take the place of capable and skillful executives. 
Its purposes are to codrdinate the activities of these 
executives and provide for them a carefully, 
logically thought out plan on which to base their 
work. 

The preparation of budgets and their use is one 
phase of the development of modern accountancy. 
I sometimes question whether business men are 
really conscious of the important part that ac- 
countancy plays in the exercise of executive con- 
trol. But even recognizing the aid which ac- 
countancy does render in bringing knowledge to 
the executive, he still finds something lacking. 
The accounts point out mistakes at the end of an 
accounting period after the mistakes have been 
committed and often after serious damage has 
resulted. What the executive needs most is cor- 
rect, up-to-date knowledge of what may happen, 
as well as of what is happening; he wants danger 
signals which will point out to him possible 
troubles before they are upon him; he wants 
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standardized records against which he can measure 
results from day to day and from month to 
month; he wants guidance for the formulation of 
his policies and plans and he wants all these policies 
and plans coérdinated so that each becomes a part 
of a comprehensive, workable program. 

Only recently the disastrous results that may 
come from inefficient planning were brought to 
my attention. A manufacturing concern, which in 
normal times made a profit of over $300,000 a 
year entered the post-war period with a large 
surplus and ample financial resources. The com- 
pany manufactured machinery and with the diver- 
sion of war-time equipment to industrial produc- 
tion, it found its market for machinery more than 
cut in half. The depression of later periods still 
further reduced its sales and executive heads were 
confronted with a serious problem. Believing, 
as I have hinted that many business men do, that 
their biggest need was sales, they set about to 
develop new demands. They put a new product 
on the market and gradually developed a small 
volume of business from it, but in the marketing 
of that product they were compelled to give long 
credits and to install new equipment for its manu- 
facture. This reduced the supply of their avail- 
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able current assets. They undertook many 
special jobs and each job required the installa- 
tion of new machinery, patterns and tools, and still 
further converted current assets into fixed assets. 
At the close of 1921, when business began to 
pick up and their former markets were again 
available to them, they found it impossible to 
resume business on their old schedule, because they 
were unable properly to finance it. They limped 
along for a few months, but were eventually 
forced into bankruptcy and out of business, simply 
because in their frenzied efforts to maintain the 
volume of sales they had gradually consumed all 
their current assets, leaving them no working 
capital to finance business obtainable in their old 
line. One of the officers of this corporation said 
to me, “ Why, we would have been better off 
had we closed the plant and paid salaries to all 
officers and department heads, without trying to 
do any business.” And so he would. He did not, 
however, plan ahead; he did not use a budget in 
his business and he did not see where he was 
drifting. 

The preparation of a budget, I have said, is 
founded upon accurate accounting records of what 
has transpired in the past. These records, how- 
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ever, form only a part of the structural founda- 
tion of a budget. The policies of the business for 
the ensuing year as formulated by the Board of 
Directors are of primary consideration. We must 
then consider the volume of sales as estimated by 
the sales department, this forecast being based 
upon past experience, prevailing and anticipated 
business conditions and the size and calibre of the 
present and anticipated sales force. 


Use or BupcET To CoORDINATE ACTIVITIES 


Before the fullest reliance can be placed upon 
the expectations of the sales department, it is 
necessary to consider the production unit of the 
business and the relation of the expected volume 
of business to its productive efficiency. Only too 
often we hear of sales campaigns costing thousands 
of dollars which have failed not because direct 
results were not produced but because, having 
produced demands far beyond expectations, it was 
found that production was insufficient to satisfy 
the stimulated demand. Consequently the business 
lost.to the extent of the unsatisfied demand. 

Having codrdinated the sales volume with the 
productive capacity, there still remains the co- 
ordination of ‘both sales and production with the 
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financial resources of the business. : This is per- 
haps the most important factor of all. It is at 
this point that the accounting records come into 
the picture. From these records it is possible to 
forecast the results which may be expected in the 
future under the same general conditions. This 
statement suggests what is probably the most im- 
portant element in budget preparation, namely, 
the necessity of analyzing expected future condi- 
tions and measuring the variations which they 
will produce upon what might be called “ normal 
expectancy.” To plan increased sales and expan- 
sion of a plant in a period when sound business 
judgment predicts a depression is, of course, fool- 
ish and yet that is what often happens. Conse- 
quently, any remarks on budget-making assume 
that in every instance the effect of prevailing 
business conditions as well as the special circum- 
stances that are peculiar to a given industry will 
have been duly considered. 

As I have mentioned before, while budgets 
are invariably prepared covering a fiscal year, 
they must be split up into far shorter periods 
to ascertain whether there will be any periods 
where, in the case of a budget of cash receipts 
and disbursements, expenditures will exceed cash 
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or in a profits budget, the volume of expense will 
exceed earnings. A portion of an actual budget 
of receipts and disbursements of a small importing 
and jobbing concern is listed below. 


Anticipated Receipts May June July August 
From Customers $48,000 $27,500 $24,400 $47,800 
Miscellaneous 4,000 

otal weiss $52,000 $27,500 $24,400 $47,800 

Anticipated Disbursements May June July August 
Creditors $34,000 $16,000 $9,500 $21,000 
Duties 3,500 15500 2,500 10,000 
Salaries & Commissions 9,500 8,000 8,000 9,500 
Loans 1,300 3,300 | 15300 1,500 
Miscellaneous 3,000 3,000 3,000 3,000 

Motalaies ic sae $51,300 $31,800 $24,300 $45,000 
Balance 700 4,300 100 2,800 
Cash balance first of period 10,000 10,700 6,400 6,500 


Cash balance end of period $10,700 $ 6,400 $ 6,500 $ 9,300 


An attempt to select the one most important 
service rendered by budgets is as difficult as choos- 
ing the most desirable of several similarly priced 
automobiles. In my opinion, however, the service 
budgets give to newly organized companies takes 
a high rank. New ventures, in particular, are 
subject to constant and unexpected buffeting. The 
business highway is cluttered with the wrecks of 
organizations which plunged into extravagance 
and expansion without the guidance and restraint 
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of a budget. Many of the first automobile com- 
panies, for example, were overcome by disaster 
chiefly because in this new and uncharted field 
the temptation to expand widely was not guided 
by a general budget which imposed limits and set 
up guide posts. 

The old truth that foresight is better than hind- 
sight is nowhere more forcibly exemplified than in 
business enterprise. Budgetary control simply 
means the systematizing of foresight. The busi- 
ness man who neglects to make use of budgetary 
control in his business gropes in the dark and is 
likely to stumble. Those who turn upon their 
business path the light of all the possible knowl- 
edge which the budget provides will walk with a 
surer step. The road to business success is so 
tortuous and uncertain, so full of impediments and 
obstacles, that no one can afford to neglect any 
of the aids which progressive business methods 
offer. We are not always living in sellers’ markets 
and successful business statesmanship is and long 
will be at a premium. Budgets anticipate condi- 
tions and permit unhurried, wise decisions. He 
who can do today what he would do tomorrow, 
with today’s experience back of him, is bound to 
succeed. 
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HOW ORGANIZED BUSINESS KNOWL— 
EDGE MAY BE SECURED 


HE science of business is but an incorpora- 
tion of all that is best in what has preceded 
us. It is not that the principles of conducting 
business have changed so much, but the manner 
of conducting it has changed materially and pro- 
gressed. Florentine and Genoese merchants were 
using double entry bookkeeping in the fourteenth 
century, but the employment of accounting sys- 
tems for establishing costs and for detailed in- 
ternal control of the business unit is comparatively 
new. Since the days of the mediaeval guilds, 
goods have been produced for markets and mer- 
chants have striven for sales, but the great selling 
force of advertising has only reached its full 
development within the past two decades. The 
roads over which business travels are deeply worn 
and familiar but we are using new vehicles. 
There is nothing now to prevent a man from 
travelling across the continent in a covered wagon. 
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The prairie schooner was certainly picturesque. 
The road was hot and dusty, to be sure, but there 
were baths en route, especially when the over- 
landers had to swim the big streams. But if a man 
has urgent business in San Francisco, we know he 
will lose money by going there in a wagon instead 
of an express train. So, in modern business there 
are a number of ways of reaching the goal of well- 
rounded knowledge. 

There are four established roads to executive 
earning, responsibility and power. 

The first and the longest is the path of personal 
experience. This is a long and lonely trail, some- 
times like Emerson’s culture trail narrowing to a 
squirrel track and running at last up a tree. 


THE ScHOOL OF EXPERIENCE 


The business man who depends upon experience 
alone may reach his goal but it will take him too 
long. The old path of personal experience is too 
circuitous and uncertain. The gait is slow, like 
that of the prairie schooner, with not even the 
possible diversion of an Indian fight or a buffalo 
hunt en route. This has been recognized in pro- 
fessional study. In the words of President Lowell 
of Harvard: 
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Within the professions themselves a change in the 
methods of preparation has been going on. ‘The 
primitive way of learning the mystery, which in some 
cases has continued until a recent period, was apprentice- 
ship. ‘The aspirant for the bar began by copying letters 
in a big round hand, the future physician by rolling 
pills. But eventually men came to see that professional 
knowledge was based upon principles which could be 
learned much more rapidly, and more thoroly, by aca- 
demic study than by the kind of apprentice work that 
required neither the knowledge nor the skill of the 
practitioner. Hence professional schools arose, some 
of them at early periods in the growth of education. 
The study of theology and law go back to the origin 
of the universities in the middle ages. Medicine fol- 
lowed somewhat later; and other professional schools 
have from time to time been founded, either distinct 
from the universities — which is more commonly the 
case in Europe —or as new departments thereof, the 
prevailing habit in America.* 


The second way to organized business knowl- 
edge is to study personally businesses of other 
men, for the most thoroly convinced advocate of 
the absorption of wisdom thru experience alone 
readily admits that such experience must not be 
confined solely to his own. 


* “The Profession of Business,” Harvard Business Review, 
January, 1923. 
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But the problem presses of how to secure that 
knowledge. For one individual to go single- 
handed to grasp the secrets of the pulsating power 
of business America is almost like attempting to 
count and tabulate the sands of the sea, and it is 
obvious that such a quest would demand time that 
no business man can spare. 


GrowTH oF Business LITERATURE 


A third method by which earnest men have 
sought to gain organized business knowledge is 
by the reading of books and periodicals on busi- 
ness. Here, undeniably, is ample material far 
beyond the gorging capacity of the most voracious 
student of modern business principles and affairs. 
Gladstone when he went book-hunting would 
finally say with a double-handed gesture, that in- 
cluded nearly the entire shop, “send me these,” 
and a library would track him home. And we 
remember the avalanche that swamped the reader 
who ordered all the books on Napoleon. Some- 
thing like that would encounter and engulf the 
man today who attempted to master all the business 
books in America. 

Today the student, the business man earnestly 
seeking knowledge, is confounded and over- 


[ 191 ] 


ORGANIZED BUSINESS KNOWLEDGE 


whelmed if he ventures without guidance to wade 
thru business literature. 

Reading, Bacon says, maketh the full man, but 
so does drink, and reading at random is a form 
of intemperance. Reading and study, tho done at 
random may accomplish some good, but it is an 
ineffective way of developing in a man the self- 
mastery and power he seeks in acquiring organized 
business knowledge. There is too little codrdina- 
tion and plan in such a method. It is not that 
the books are not good. They are among the best 
productions of alert, expert minds. It is rather 
that the dose as a whole is devastating. It is as 
if you sent a man to a modern drug-store with 
80,000 items on the shelves and bade him select 
and absorb a basketful of remedies. 

The fourth road to organized business knowl- 
edge is in conspicuous contrast to the other three. 
It leads straight to the centers of organized 
knowledge — to those universities that have made 
a scientific study of business. Trained university 
men, once they set themselves to the problems of 
business, became not only experts and enthusiasts 
in solving them, but straightway planned to assist 
other students to a solution. Business has fol- 
lowed the same development that has attended 
professional study. 
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Tue UNtIversity SCHOOL oF CoMMERCE 


What the individual business man may seek for 
himself without accomplishment —the assem- 
bling and reduction to a working basis of the whole 
science of modern business practice — these uni- 
versity men and business specialists with the finally 
awakened codperation of their colleges could and 
did. Colleges of commerce were created and here 
were established seats of the new learning, sepa- 
rate schools or departments wholly devoted to 
organizing and imparting business knowledge. 

The influence of this new movement upon busi- 
ness has been potent. The university schools of 
commerce have beer: outstanding successes in the 
contemporary advance particularly because they 
offer a systematic training for business as a whole. 
To these centres of training for the coveted places 
of commercial life are trooping thousands of the 
best of our modern youth. Every semester wit- 
nesses them arrive in an increasing stream and 
every graduation sends out a new army trained in 
efficiency to campaign in the most complex and 
most competent period in history. 

These university schools of commerce and 
finance have succeeded so signally in preparing 
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young men and women for positions higher 
up particularly because both students and teachers 
knew that just as engineering in extenso is not 
learned forthwith by the man with the hammer, 
mastery of business principles is by no means the 
special province and monopoly of the self-made 
man, howsoever rugged, picturesque and admir- 
able he may be. 


Tue FouNDATION FOR SPECIALIZATION 


It is in this viewing of business as a unit and 
not as a collection of unselected activities that the 
great advance has been made. With the growth 
in the size of business enterprises everywhere men 
were learning that a man might be efficient at the 
head of one department and incapable in the next; 
or he might master many of the details of several 
departments and be lacking in knowledge and out- 
look necessary to success in directing the business 
asa whole. A manufacturer knowing nothing of 
accounting could not manage a big business success- 
fully. A man might know all about plant man- 
agement and be a fiasco as president; and a great 
salesman a failure in matters of finance. So the 
university schools of commerce began to consider 
business in its wide relationships; began to give a 
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grasp of the basic principles of business in gen- 
eral. It was apparent that the new executive, to 
compete successfully with other men _thoroly 
equipped, must know the underlying principles, 
at least, of production, marketing, finance and of 
accounting. Later he could specialize in any and 
go as far as he liked, but first came the broad and 
sure fundamentals, the foundation on which to 
build. 

The university school of commerce movement 
was significant because it showed how business 
science could be applied. It, too, was founded on 
laws learned thru experience, but on the diversi- 
fied and ever-increasing experience of the many. 
There was nothing more theoretical about it than 
a train of freight cars or a fleet of merchantmen. 

The more the colleges of commerce made good, 
the more progressive business men desired to get 
in touch with them. Letters began to come from 
business executives and others thruout America, 
and some from Canada, Mexico, Australia, South 
America and even South Africa asking if it were 
possible, without going to college, to get the bene- 
fits of the new business course. 

Thus in response to a definite demand the 
university extension course in executive business 
practice came into being. Men, busy and success: 
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ful men, and studious younger men about them 
could not leave offices and factories and selling 
fields and go back to school. The generation rev- 
elling in college years and opportunity had in- 
comparable opportunity at the fountain sources, 
but now presidents and vice-presidents, directors, 
assistants and, in fact, all in the armies of occupied 
men and women were to have an equal chance. 
The science of business was to be brought to the 
store, the shop, the factory and the fireside. It 
was to be a nation-wide and even international 
study of business at its best. 

Schools of law had long been turning out law- 
yers and laying profoundly and well the founda- 
tions for high responsibilities on the bench; schools 
of medicine were training coming physicians in 
the sciences underlying their great calling; out of 
the engineering schools came the trained men to 
build bigger and better bridges, with minds to 
grasp and capable hands to control and multiply 
the mechanical marvels of our age. 


STUDYING ON THE JoB 


In exactly the same way, the new extension 
course in business began to dignify, organize and 
transform the affairs of commerce and finance. 
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THE TRUNK AND THE BRANCHES 
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The main difference between its methods and 
the teaching of other sciences was and is that the 
new business education is being conducted on a 
greater scale. Guidance in education can generally 
be given best when there is personal contact be- 
tween instructor and student. But there is a factor 
in business study, a factor obvious enough when 
pointed out, but, I think, somewhat unforeseen 
in the direct results of its applied power. I refer 
to the opportunity of the business executive 
for putting into immediate and daily action 
what he learns in the commerce extension course. 

A mature and capable business man has no 
special need of the personal contact, so valuable 
for the young man just out of school. He can be 
guided, and has been and is being guided some- 
times very swiftly to the goal by means of printed 
suggestions and correspondence. No campus grass 
grows under his feet. If he does tread on grass 
it is on the golf links when his new success gives 
him a breathing spell. 

In many ways, this distributed education in the 
science of business is accomplishing daily in trade 
and financial fields what the experimental station 
does for the agricultural. The college horticul- 
turalists do not invent plant life; they discover 
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and extend it. What they teach, all the printed 
records they send out, their entire science is based 
upon experience, on experiment, and they put into 
the hands of the farmer new seeds and new secrets, 
to increase his crops and his prosperity. These 
teachers indeed scatter plenty, wherever their 
practical science is applied. 

With a few exceptions, notably of Columbia 
and the University of Wisconsin, the extension of 
the university in business to busy men in their 
offices or homes devolved upon private enter- 
prises and probably wisely, for an institution based 
on business principles, putting into successful prac- 
tice the system and science it teaches, appeals 
thereby strongly to the world of practical men. 
There is an important distinction between sound- 
ness in principle and success in practice. There 
is something that commends itself in making 
the teaching of the new science a business in 
itself. 

New and invaluable ideas have come to thou- 
sands of men from a study of business as a pro- 
fession and their preceptors and associates have 
seen men under the guidance of an arranged 
course grow almost visibly from day to day in 
business power and position. 
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It should be borne in mind, however, that altho 
organized business knowledge today can be ob- 
tained, the brains, energy and ambition to succeed 
must be supplied by the candidate himself. An 
ambitious, able man can go far unaided. A 44- 
calibre man, even without wide training, is a force 
to be reckoned with, but such a man reinforced 
with organized knowledge becomes a well-directed 
and almost irresistible power. 

In other words a strong man is a strong man 
. anywhere; but he is stronger behind a machine 
gun than he is in front of one. | 


SuccESSs THROUGH SERVICE 


There is something greater and finer to busi- 
ness education than a study of principles or 
methods. I would not consider any course an 
effective training that did not put the develop- 
ment of character first in its curriculum. The first 
and finest thing in business is the building of men. 
Character today comes before capital, even at a 
bank. There is little credit unsecured by character. 

It is the all-important substance that leavens 
the human lump. I am glad, therefore, to be 
identified with the movement which, pledged to 
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the new America in the making, sees in man some- 
thing more than a. time machine; 2 movement 
which, above plant management, the psychology 
of salesmanship or executive brilliancy, places the 
worth of the individual, and is, in essence, a re- 
statement of the ancient pronouncement: What 
does it profit a man to gain the world and lose 
that which no budget can bring back? 

The new gospel of business preaches salvation 
and success thru service. 

All that the teachers of the new science of busi- . 
ness claim is that they point the way. The world, 
said Montaigne, does not need to be told so much 
as it needs to be reminded. Business training 
merely uncovers what has been hidden or obscure. 
It brings the busy and ambitious man to the point. 
It guides in the wilderness of wisdom. 

New business principles have not been invented. 
Information and inspiration are gathered from the 
men who win. Business science is synthetic. It 
boils down the best. There are no new laws in 
chemistry, but the new discoveries, new combina- 
tions, and new reactions are almost infinite. 
Happy the chemist, and safe and on the way to 
achievement, if his laboratory is in order, his 
science organized. Like the business man, he can 
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count on the laws of the elements; he knows the 
foundations are fixed. 

In conclusion it ought to be said that the paral- 
lel between preparation for the professions and 
preparation for business is perhaps closer than 
has been implied. Entry into the professions re- 
quires a preliminary study; the portals are jeal- 
ously guarded. A transit or a scalpel would be 
a useless instrument in the hands of a man who 
did not know how to use them. 

No licensing board passes upon any man’s quali- 
fications to carry on a commercial business or to 
hold a position in it, yet the need for training is 
brought home in more than one way. 

The National Cash Register Company had a 
selling argument that a man paid for a cash regis- 
ter whether he bought one or not. He paid in 
time and money losses more than the amount it 
would cost him. Similarly because of the in- 
creasing complexity of business, the keenness of 
competition and the constant infusion of trained 
men, 2 man pays for organized business knowl- 
edge whether he acquires it or lets it pass him by. 

A man who gives solid attention to his work 
will progress surely, just as a man who starts 
walking westward from New York will eventually 
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reach the Pacific Coast. But he can make better 
time and be certain to encounter fewer difficulties 
if he goes by motor or rail. Business has passed 
the walking and caravan stage. It pays now to 
consult the time-tables. 
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